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ADAM SMITH ON PUBLIC DEBTS 

In olden times there lived a man whose body had the 
peculiar quality, however much it was cut to pieces, of coming 
together again as strong as ever. All the paladins of the time 
made trial of this uncoiKjuerable wonder, and all in vain. One 
of them cut otf the head and hurled it into the middle of a river ; 
another divided the trunk longways, another sideways, and others 
other ways; they cut off limbs and dug out organs at their 
pleasure — but still the bits ran together again like drops of quick- 
silver, and the man was unconquerable. Of such quality is the 
author of the Wealth of Nations, For nearly a century and a half 
he has been cut to pieces, and still the pieces have come together 
again, and the old Adam is as strong as ever. 

To carry the fable further would be tedious. The moral will 
be obvious to any who will read in extenso the chapter on “Public 
Debts” — the last in the Wealth of Nations and the fitting crown 
of the whole work. 

I. IIiSTORic.vL Development of Peblic Debts. 

The chapter begins as usual with a vigorous sketch of the 
historical development. As usual, also, the history makes the 
past live in the ])resent. “The parsimony which leads to accumu- 
lation [i.e.y of treasure in war chests] has become almost as rare 
in republican as in monarchical governments. The Italian repub- 
lics, the United Provinces of the Netherlands are all in debt. The 
canton of Berne is the single republic in Europe which has 
amassed any considerable treasure. The other Swiss republics 
have not.” 

In time of war — even in the pre-Adamite world — it was neces- 
sary to resort to debt. “The want of parsimony in time of peace 
imposes the necessity of contracting debt in time of war. . . . 
In war an establishment of three or four times the ordinary 
expense becomes necessary for the defence of the State; and 
No. 117— VOL. XXX. 
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consequently a revenue three or four times greater than the peace 
revenue.” 

Such an increase of revenue is in general iin|>ossible, and, even 
if jx)ssible, is not fx)ssiblc in the time available. “The moment 
the war begins, or, rather, the moment in which it appears likely 
to b(igin, the army must be augmented, the fleet must be fitted 
out, the garrisoned towns must be put in a posture of defence ; 
that army, that fleet, those garrisoned towns must bo furnished 
with arms, ammunition and provisions. An immediate and great 
expense must be incurred, in that moment of immediate danger, 
which will not wait for the gradual and slow return of the new 
taxes. In this exigency the Government can have no other 
resource but in borrowing.” 

In the light of this passage, it is strange to find Adam Smith 
cited by Professor W. li. Scott as a supporter of the “all-tax” 
method, with the further implication that the tax revenue ought 
to be augmented three- or four-fold.^ 

The next step in the argument is to show that the necessity 
of borrowing brings with it, i.e., in a commercial state of society, 
the facility of doing so. “A country abounding with merchants 
and manufacturers necessarily abounds with a set of people who 
have it at all times in their j)Ower to advance, if they choose to 
do so, a very large sum to Government. ITeiicc the ability in the 
subjects of a commercial State to lend.” 

“Commerce and manufactures, however, can seldom flourish 
long in any State which does not enjoy a regular administration 
of justice; in which the people do not feel themselves secure in 
the possession of their property. . . . Commerce and manufac- 
tures, in short, can seldom flomish in any State in which there 
is not a certain degree of confidence in tlie justice of the Govern- 
ment.” This confidence neiressary for commerce under ordinary 
conditions makes the merchants trust the CJovcrument on extra- 
ordinary occasions. They are willing to lend for defence. Also, 
they find the lending ])rofital)le. By lending to the State they 
increase rather than diminish their own credit. Their Govern- 
ment securities are transferable often at a premium. This readi- 
ness to borrow and willingness to lend make the accumulation 
of treasure hard and that of debt easy. Then follows a sentence 
by way of introduction to the further historical development 
which has often been quoted as if it were the prophetic conclusion. 
“The progress of the enormons debts which at })resent oppress, 
and will in the long run probably ruin, Europe — ha/t been 'pretty 
uniform:* The last clause has been left out. and ridicule has 

» C/. Economic Problems of Peace after War. Second Scries, p. 54. 
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been thrown on the prophecy because the great Napoleonic War 
debt did not ruin England. 

Although the sentence is an introductory obiter dictum, it 
seems as if in our time the length of run has been sufficient to 
bring the prophecy very near fulfilment. Economic ruin admits 
of varied interpretations, but most of them apply at present to 
the greater part of Europe, and most of the ruin is to be ascribed 
to the piling up of debt. But for the debt the nations could not 
have carried on so long in war. It is the burden of the debt that 
makes it so difficult to carry on in peace. 

The “pretty uniform** progress of the debts of Europe has 
been marked by two methods. “Nations, like private men, have 
generally begun to borrow upon what may be called personal 
credit, without assigning or mortgaging any particular fund for 
the payment of the debt ; and when this resource has failed them, 
they have gone on to borrow ufxin assignments or mortgages of 
particular funds.** When the mortgaging method is resorted to 
it may be in one of two ways. Sometimes the assignment of the 
mortgaged revenue is for a short time — a year or a few years; 
sometimes for perpetuity. In the first case, the fund was sup- 
posed to pay within a limited time both principal and interest. 
In the second c.ase, the fund was sufficient only to pay the interest 
— or a peu'[)etual annuity equivalent to the interest — the Govern- 
ment being at liberty to redeem the annuity at any time by 
paying back the principal. When money was raised in the first 
way it was said to be raised by “ the method of anticipation “ ; 
when in the otlier by “perpetual funding or, more shortly, 
funding.’* 

There follows a very graphic history of the progress in 
England of the method of anticipation — written in the grand 
realistic antiquarian manner, with just the odour of irony in 
quoting the official accounts down to \d., \d. and |(]. 

The particular mortgages were succeeded by the first general 
mortgage of several different taxes. The first general mortgage 
was succeeded by the second, and so on up to the sixth. “The 
sum borrowed on the sixth was dBl,296,552 95. lljd.*’ More and 
more taxes were rendered perpetual, and accumulated into 
another common fund, called the general fund, for the payment 
of certain annuities, the whole sum, about three-quarters of a 
million, being quoted down to lO.Jd. 

“In consequence of these Acts, the greater part of the taxes, 
which before had been anticipated only for a short term of years, 
were rendered perpetual as a fund for paying not the capital, but 

B 2 
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the interest only, of the money which had been borrowed upon 
them by different anticipations.” 

Had the method of anticipation been followed strictly, the 
debts borrowed to meet extraordinary expenses would have been 
extinguished in short periods and the corresponding revenues 
liberated — if only the Governments had paid attention to not over- 
loading and not anticipating new debt before the old was repaid. 
“But the greater part of European nations have been incapable 
of those attentions.” They have overloaded even on the first 
anticipation and have anticipated a second and a third time before 
the expiration of first anticipation. 

The fund derived from the anticipation of taxation became 
in time no more than sufficient to pay the interest, leaving 
nothing for the extinction of the principal. “Such improvident 
anticipations necessarily gave birth to the ruinous system of 
perpetual funding.” 

When people have once become accustomed to this ruinous 
practice, it has been universally preferred to the simple and safe 
method of definite anticipation. “To relieve the present exigency 
is always the object which principally interests those immediately 
concerned in the administration of public affairs. The future 
liberation of the revenue they leave to posterity.” 

The outstanding merit of tliis aj)pIication of the historical 
method is that it shows the intimate connection of public debt 
and taxation. Every increase of public debt means, some time 
or other, an increase of taxation or a lessening of the revenue 
available for other services. 

11 . Sinking Funds. 

Next follows the examination of the sinking-fund policy. 
Again the historical method is applied. 

A sinking fund has two origins. On the return of peace the 
continuance of the war taxes, or of some of them, will yield a 
surplus revenue after meeting the ordinary expenses of the State. 
It may be observed in passing that Adam Smith, although show- 
ing that debt is always preferred to taxation, is not an “all-debt ” 
man. He knew very w’cll historically that war also increases 
taxes. Anticipation of old taxes is not enough. Now taxes must 
be put on and also anticipated. There will always be some pre- 
tence, even after the ruinous system is in full swing, of making 
the tax system pay at least the interest. 

If, then, the new taxes (with the old) yield a surplus of 
revenue, “it may perhaps be converted into a sinking fund for 
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paying off the debt.** Perhaps. But even if there is a surplus, 
it will probably be altogether inadequate for paying off the debt 
“within any period during which it is likely that peace may 
continue.** Adam Smith had not anticipated the discovery by 
Mr. Wilson that war could be abolished by a League of Nations. 

The other real source of a sinking fund is a fall in the rate 
of interest. Hero, also, the yield is meagre. “Hence the usual 
insufficiency of such funds.’* 

Not only are sinking funds in general too small for the pur- 
pose, but in general, also, such as they are, they are liable to 
bo raided. During the most profound peace various events occur 
which demand an extraordinary revenue. Every new tax is felt 
more or less. There is always some murmuring at new taxation, 
especially if the old taxation is already high. A momentary 
suspension of the payment of the debt occasions no murmurs or 
complaints. To borrow of the sinking fund is always an obvious 
and easy expedient for getting out of the present difficulty. The 
greater the debt, and the greater the need for a sinking fund, 
so much the more likely — so much the more certain — is it to be 
misapplied for extraordinary expenses in peace. “Nothing but the 
necessities of a new war . . . can induce the people to submit to 
a new tax. Hence the usual misapplication of the sinking fund.’* 

^rhere follows a detailed account of the history of the reduc- 
tion of the public debt of Britain “since we had recourse to the 
ruinous system of perpetual funding,’* with the general result that 
the reduction has never borne any considerable proportion to 
the a(’cumulation in time of war. Hence the meticulous irony of 
antiquarian is carried into the quotation of sums down to 
one-twelfth of a penny, “During the profound peace of eleven 
years little more than ten millions of debt was paid ; during a war 
of seven years more than one hundred millions was contracted.** 

According to these figures, debt was paid off at the rate of 
less than a million a year in peace and accumulated at more than 
fourteen millions a year in war time. The corresponding pro- 
portion of our last years of peace to the years of war just con- 
cluded gives about one to four hundred. 

“The now debt,” he says, “which will probably be contracted 
before the end of the next campaign may perhaps be equal to all 
the old debt that has been paid off.” Accordingly, he concludes 
that “it would be altogether chimerical to expect that the public 
debt should ever be completely discharged by any savings that 
are likely to be made from the ordinary revenue as it stands 
at present.” 
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in. Public Debt as Capital. 

Adam Smith next examines the idea that the public funds of 
the different indebted nations of Europe, particularly those of 
England, arc equivalent to an addition to the other capital of 
the country by means of which its trade is extended, its manu- 
factures are multiplied, and its lands cultivated and improved 
much beyond what they could have been by that other 
capital only. He allows that the people who advanced their 
capital to the State get in return an annuity on the public funds, 
in most cases of more than equal value. I'hc lenders to the State 
themselves suffer no loss. They can sell their war bonds or they 
can borrow on them. But the new capital which they acquire in 
this way must already have been in the country, and, being 
capital, must have been employed productively. This capital, 
from maintaining productive labour, has been turned into main- 
taining unproductive labour — from the productions of industry to 
the destructions of war. 

The foundation of the argument is that in any country at any 
time there is only a limited amount of actual capital, and that if 
a large part is turned from peace industries to war industries a 
good deal must be destroyed. ^Fhc capital used in peace rc])ro- 
duces itself— normally with some profit. The capital used in 
war does not reproduce itself — it must be maintained from other 
funds. ^ If the war continues long enough and the ex|>enses are 
met by borrowing, in time the greater part of the capital of the 
country will be wasted. 

If, on the other hand, the expenses of the war are met out 
of taxes, a certaii; portion of the revenue of private people is only 
turned from maintaining one species of unproductive labour to 
maintaining another. Some |)art of \vhat they pay in taxes, it 
is true, might have been used in providing new capital. Thus 
the public expense of war when defrayed from taxes no doubt 
hinders more or less the further accumulation of new capital, 
hut it does not necessarily occasion the destruction of any actually 
existing capital. 

1'he argument as thus dcveloned may he quoted to support the 
contention that Adam Smith was an “all-tax” man. But, as 
already showm, on his view the all-tax inetiiod is impossible, and, 
besides, he takes account of the fact that funding makes the 

^ Compare the argument in Wealth oj NcUionSf Bk. IV. Ch. I. : “ In the midst 
of a most destructive foreign war the greater part of manufactures may 
flourish greatly ; and on the contrary they may decline on the return of peace. 
They may flourish amidst the ruin of their country, and begin to decay on the 
return of ite prosperity.” 
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present taxation so much the lighter, and private revenues being 
so much less burdened, accumulation is so much less hindered. 
“Under the system of funding the frugality and industry of 
private people can more easily repair the breaches which the 
waste and extravagances of Government may occasionally make 
in the general capital of the society. Funding destroys more 
old capital, but gives less check to new accumulations.” 

It is, however, only during war that the funding system 
has these compensating advantages. If the people had been 
taxed more during the war, they would have saved so much less, 
no doubt ; but after the war their revenues would have been 
liberated, and the rate of making new capital could have been 
increased. 

If, indeed, war could have been met altogether out of taxes, 
it would not of necessity have meant the destruction of any old 
capitals, and peace would have occasioned the accumulation of 
many more new. 

There is one further advantage of paying for war by taxes, 
namely, that wars would in general be more speedily concluded 
and less wantonly undertaken. On this text m\ich might be 
written arising out of our latest war, and on the possibilities of 
avoiding or lessening the chances of war in the future. The 
application made by Adam Smith himself at first sight seems 
overstrained even for his own times. He says that the peace 
revenue of Great Britain amounts to ten millions a year. “If 
free and unmortgaged, it miglit be sufficient with proper manage- 
ment and without contracting a shilling of new debt to carry 
on the most vigorous war.” ^Faken in connection with the general 
argument, apparently this means that the tax revenue, if freed 
from the burden of former funding, could pay the current 
expenses of war. It is remarkable that this apparently absurd 
estimate was confirmed during the latter period of the great 
Napoleonic War. Actually, but for the payment of interest on 
the debt during the last ton years the expenses of that great 
war were more tliaii met out of the revenue.* 

IV. IhiK Un;nT Hand Payini; thr Left in the 1ntere,st on 
THE Public Debt. 

“In the payment of the interest of the public debt, it has been 
said it is the riglit hand which pays the left. The money does 

* Oladstono showed that from 1806-1815 tho annual tax revenue apart from 
tho interest on the debt' (including tho pre-war debt) actually exceeded all tho 
government expenditure (including tho charge of the gigantic war) by £7,000,000. 
FinamiaX StaiemcrUa, p. 17. 
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not go out of the country. It is only part of the revenue of 
one set of the inhabitants which is transferred to anotlier; and 
the nation is not a farthing the poorer.’* 

This part of Adam Smith’s argument is of special interest at 
the present time owing to the revival of this old simple method 
of extinguishing the real burden of a national debt. 

“This apology," he says, “is founded altogether on the 
sophistry of the mercantile system." The central fallacy of that 
system on his view consisted in looking only to the money and 
not to the things the money stands for. 

But, apart from this fundamental mistake, this hand-to-hand 
fallacy implies, besides, that the whole public debt is owing to 
the inhabitants of the country, “which hap]>ens not to be true, 
the Dutch, as well as several other foreign nations, having a 
very considerable share in our public funds." 

This qualification also hapi>en8 to be of singular importance 
in our day owing to our indebtedness to the United States. “ But, 
though the whole debt," the argument proceeds, “were owing to 
the inhabitants of the country, it would not on that account be 
less pernicious." 

It is quite clear from the context that Adam Smitli did not 
mOiTii by this expression “not less pernieious" that an inbTnal 
loan was exactly on all fours with an external loan. The external 
loan, “even on the princijdes of the mercantile system " — to 
recall his usual method of argument — imix)scd certain peculiar 
burdens, but perniciousness was none the less to be found in the 
internal loans on other princi]des that look beyond the money 
to the “lands, houses and consumable goods." Some of the best 
English writers on commerce, as he says in another place, set 
out by distinguishing between the real things and the money 
measures of them, but in the course of their reasonings the 
things slip out of their memory. (Cf, I-5ook IV., Chap. I., 
Conclusion.) 

When w’c look beyond the money we are brought down again 
to tlie real burdens of taxation. TJie interest on the debt can 
only be paid out of taxes. 

Suppose, first, the taxes smite the owners of land. Naturally, 
the proprietor of a landed estate, for the sake of his own revenue, 
is interested in keeping it in as good condition as possible by 
all sorts of improvements, etc. But by different land taxes his 
revenue may be so diminished, and by the rise in the prices of 
the necessaries and conveniences of life by other taxes the real 
value of the revenue may be so much more diminished, that the 
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landowner may find himself altogether incapable of making or 
maintaining these expensive improvements. 

That the taxes on land and the rise in prices have crippled 
the powers of the present British landowners as regards the 
maintenance of their estates is shown by the unprecedented sales 
that are being made. Whether the new men will do as well by 
the old acres is open to question. The old English system, in 
spite of its theoretical anomalies, had very great merits. By no 
writer has the old English system been more appreciated than by 
Professor Henry C. Taylor,^ the leading authority on agricultural 
economics in the United States. “That Americans may profit 
from the experience of their British cousins should be evident 
from the foregoing pages.” 

The old English landlord was content with a very moderate 
rate of interest on capital invested in the land, and the relations 
between landlord and tenant were very satisfactory, as shown by 
the practical fixity of tenancies nominally yearly. 

The other principal source of revenue from taxation is capital. 
Adam Smith only considers the effects of taxing the revenue from 
capital by the different taxes imf)osed on the “conveniences and 
necessaries of life.” ft must be remembered that on his view 
taxes on necessaries were transferred to ca})ital. The rise in 
prices also diminishes the real value of the revenue from capital. 

consequence of this fall in real revenue is to send the capital 
out of the taxed country to more favoured regions. In our day 
capital has to bear many and heavy direct taxes not dreamed of 
in the time of Adam Smith. The encouragement to removal is 
so much the greater. At present this danger is postponed or 
mitigated by the extraordinary profits derived from the inflation, 
but if and when the inflation is checked, the real burden will be 
felt, the mobile caf)ital will be transferred, and the fixed and 
non-exportable capital will not be maintained, and still less 
augmented. 

Since the time of Adam Smith both the inducements to the 
export of capital and also the facilities for such export have 
largely increased. 

Apart from export, there is another danger. “To transfer 
from the owners of these two great sources of revenue — land and 
capital stock— from the persons immediately interested in the 
good condition of every particular iK)rtion of land and in the good 
management of every particular |X)rtion of stock, to another set 
of persons (the creditors of the public who have no such par- 


^ Soe Agricultural Economics, Chapter XllL 
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ticiilar interest) the greater part of the revenue arising from 
either must in the long run occasion both the neglect of land and 
the waste or removal of capital stock.” 

Here, also, the general argument is strengthened by the 
present state of affairs. The economic principle of reward 
according to effort has boon weakened both by subsidies and by 
controls. 

“The practice of funding has gradually enfeebled every State 
which has adopted it.” Italy, Spain, France and Holland arc 
cited by way of illustration, and the citation is concluded with a 
question : “Is it likely that in Great Britain alone a practice 
which has brought either weakness or dissolution into every other 
country should prove altogether innocent?” 

Adam Smith fully acknowledges that Great Britain was in 
his day in a stronger position than these other countries. Its 
system of taxation was better. At the conclusion of “the late 
war ” (1755-G2) — “the most expensive that Britain ever waged ” — 
her agriculture, manufactures and commerce were as flourishing 
as ever. “Great Britain seems to support with ease a burden 
which half a century ago nobody believed her capable of support- 
ing. Let it not, however, bo rashly concluded that she is capable 
of supporting any burden ; nor even be too confident that she 
could support, without great distress, a burden a little greater 
than that which has already been laid upon her.” 

It is sometimes argued that the Napoleonic Wars disproved 
this statement. On the contrary, they confirmed it. The point 
was that, though the British system of taxation in the time of 
Adam Smith was relatively good, if more revenue was needed 
worse taxes must be resorted to. The taxation of the Napoleonic 
period was incredibly heavy, both directly and indirectly. In 
spite of the industrial revolution, the war was followed by a 
prolonged period of depression. 

V. Thk Bedkmption of PiumTC Debts. 

“When national debts have once been accumulated to a cer- 
tain degree, there is scarce, I believe, a single instance of their 
having been fairly and completely paid.” If the liberation of the 
public revenue has ever been brought about, it has been by bank- 
ruptcy — “sometimes an avowed bankruptcy, though frequently by 
a pretended payment.” 

The pretended payment is by raising the denomination of the 
coin. Every sixpence is called a shilling and the debt is halved, 
and so on. The modern development of “representative ” money 
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has vastly increased tlie facilities for raising the denomination. 
Paper money of all kinds, once it is de facto inconvertible, can 
be diluted indefinitely. 

In our day this old method of pretended payment is finding 
favour. The greater the inflation, so much less is the burden 
of the old money payments. Such is the argument. The only 
flaw is that the jirogressive evils of progressive inflation are 
forgotten. On these evils the present vyriter has written else- 
where.^ Adam Smith had no doubt even on the lesser evils of 
depreciated coins. “When it becomes necessary for a State to 
declare itself bankrupt, in the same manner as when it becomes 
necessary for an individual to do so, a fair, open and avowed 
bankruptcy is ahvays the measure which is both least dishonour- 
able to the debtor and least hurtful to the creditor.” 

VT. Imperial Taxation and Public Debt. 

Adam Smith was of opinion that the revenue of Great 
Britain could never be sufliciently augmented so as to pay ofl 
entirely the old debt. Certainly since his time the debt has never 
been altogether extinguished, although but for other w^ars the 
old war debts might have been paid off, that is to say, with 
courageous taxation. 

But Adam Smith did not contemplate national bankruptcy 
for Britain, cither open or pretended. He looked for the neces- 
sary augmentation of revenue to his Project of Em'pirc. He 
thought that the British system of taxation might be extended 
to all the parts of the Empire, coujilcd with corresponding repre- 
sentation in a truly Im]ierial Parliament. This Project opens out 
a large field for ])resent-day suggestions, which can only be here 
alluded to without further comment.^ 

Conclusion. 

'Fhe main object of the iiresent paper has been to put the 
great argument of Adam Smith on Public Debts in such a form 
as to suggest an ap[)lication of his fundamental ideas to the 
difficulties of the present situation. The most urgent need of the 
present time is that those who have the practical guidance of 
financial jH^Iicy in the principal nations of the wDrld should 
abandon the iiudhods of piecemeal op|X)rtunisni which were, per- 

' War Finance, (1917 ; 2nci edition, 1918) ; Jnjlalion (1919), 

“ This part of Adam Smith’s argument lias been expounded in the present 
writer’s Project of Empire : a Critical Study of the Economics o* Imperialism with 
special reference to the ideas of Adam Smith (1909). 
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haps, justifiable politically during the war, and should have the 
courage to recognise fundamental economic principles and their 
consequences. Except incidentally by way of illustration I have 
made little attempt to point the moral. With the mark varying 
between a halfpenny and a penny, with the American exchange 
below 3.50 dollars to the pound, and gold over £6 per oz., there 
is little need for particularisation. 


J. S. Nicholson 



BRITISH EXPORTS AND THE BAROMETER 


Two of the most familiar diagrams in economics are that 
setting out the value of the exports of United Kingdom produce 
per head of the population in each year, and that setting out the 
general level of wholesale prices as recorded by Sauerbeck’s 
index-number. Each of these two curves shows a large and 
somewhat irregular fluctuation, in general accord with the other 
indications of industrial activity and depression, such as the bank 
rate, unemployment percentages, pauperism, marriage rate, con- 
sumption of beer, and number of larcenies. 

The general agreement is subject to marked exceptions in 
particular years, and the length of the separate fluctuations varies 
greatly (successive minima of export values coining at intervals 
of six, twelve, six, eight, seven and eight years). Moreover, each 
of the two curves shows general changes of level, accomplished 
over long periods and blurring the effect of the cyclical fluctua- 
tions, Thus exx^ort values per head fluctuated about the same 
general level from 18*20 to 1810; the general level then rose 
rax^idly for the next twenty-five or thirty years, remained 
stationary for the next thirty, and started to rise rajudly again 
from 1900 to 1913. 

The correlation between the curves of ex^wt values and of 
prices is to some extent due simply to the x)resence of a common 
element in each. Values depend on price as well as quantity ; in 
so far as the Sauerbeck index is a true index of prices, any change 
of it tends to be reflected in the ex^x^rt values. An increase in 
the latter may mean merely an increase of prices and not in the 
volume of cx|X)rts. A great many attempts have been made at 
various times to correct the statistics of exports (and imports) 
by excluding the effect of price variation and determining the 
actual quantities of exports (and similarly of imx)orts) in each 
year. So far as I know, however, attention has not hitherto been 
drawn to the results of simply dividing the export values i)er head 
for each year, by the corresponding Sauerbeck number for that 
year, and setting out the quotients in the form of index-numbers. 

These new index-numbers are given in the attached table and 
chart, for the period from 1820 to 1913. They yield a curve of 
rather remarkable character and regularity. A ruler laid along 
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the line joining the depressions of 1847 and 1893 practically 
passes through two other points of depression, 1862 and 1877-8, 
and shows above it three successive double waves, 1847 to 1862, 
1862 to 1877- 8, and 1877 8 to 1893, each of almost the same 
length (between fifteen and sixteen years), and the same character 
(with a minor depression about half-way). Fifteen years back 
brings us to another depression in 1832 ; sixteen years forward 
to the last one in 1909. Each of these periods shows, like the 
three central ones, a double wave (with depressions about half- 
way through) ; the only difi*ercnce is that in each ease the general 
tendency of the gra])h is altered, and that the half-way depres- 
sions appear relatively deeper. Broadly, we see in the whole 
period of seventy-seven years, from 1832 to 1909, five main 
fluctuations of practically the same length and character. A cycle 
of somewhere between 15*2 and 15*4 years would exactly fit all 
the depressions. 

The size of the waves increases from the beginning to the 
end of the period covered by the chart ; this does not, how’cver, 
indicate any greater violence of fluctuations, as the whole scale 
of the export trade is growing. If the figures were ex])rcssed 
logarithmically, the waves would be far more nearly equal. 

A periodic fluctuation of this regularity is altogether excep- 
tional in economic records. Jts closest parallel is to be found 
in the seasonal fluctuations of trades, such as building and 
printing, wdiich are directly de[>endcnt ow climate and the social 
habits to which the climate gives rise. It does not suggest sun- 
spots, partly because the length of tlie fluctuation is dilferent, 
but even more because it is far more regular than the sun- 
spots. But it does suggest tlie operation of some physical factor 
— in the earth or its atmos]>here— with a periodi(dty almost as 
strong as that of the tides. It wdll be desirable to consider first 
what it is precisely that the new^ index-numbers can be taken to 
represent. 

They do not represent the volume of exports. To got that w^e 
should have to divide the export values by a price index-number 
based only upon the prices of such classes of goods as are 
exported.^ The new index-numbers, in so far as the Sauerbeck 
index is correct, represent simply the purchasing power of British 
ex{x>rt8. Since this purchasing jxiwer is used in general only to 

' Comparison of tho now index with iho estimates of export volumes from 
1890 onwards, as given in tho third Fiscal Blue Book, shows general but not 
complete agreement. The movements of the now index, though strictly it 
represents only the purchasing power of tho British export trade, correspond 
also, as a rule, to variations in the scale of tho trade. 
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purchase, the fluctuations of the index-numbers should reproduce 
fluctuations in what is purchased by British exports. Broadly, 
British foreign trade amounts to sending out manufactured articles 
and coal in order to purchase on the one hand gold and on the 
other hand crops of all kinds (grain, cotton, sugar, jute, oil-seeds) 
or livestock (and their produce) which are depencknt on such 
crops. The pro[X)rtion of manufactures among the imports, 
though growing, is still small. The suggestion here put forward 
for consideration is : — 

1. That the British export figures treated in the way described 
record indirectly changes in the world’s output of gold and of 
growing crops, the new index tending to rise as this output 
increases, and to fall as it diminishes. 

2. That the apparent periodicity of the figures is a true one, 
and arises from some physical cause or combination of causes, 
whether terrestrial or super-terrestrial, having a regular fluctua- 
tion in a period of between fifteen and sixteen years, or some 
factor thereof, and causing a corresponding fluctuation in the pro- 
ductivity of the earth. 

One part of this hypothesis can at once be tested. The output 
of gold is known and its history is simple. After remaining at a 
low level up to about 1845, the wwld’s production of gold then 
increased eight or nine times by 1852-3, remained at its new* 
level till about 189*2-3, when it began a new rapid rise which, 
subject to a relapse in the lime of the South African War 
(1900-3), continued to the outbreak of the Great War in 1914. 
In so far as an increased output of gold simply goes into the 
(urculation and contributes to raise prices, it is presumably already 
discounted in the new^ index (for this represents a fraction with 
the Sauerbeck price-number as denominator). A substantial j)ro- 
lx)rtion of tbe gold output, however, serves industrial purposes 
and is thus a commodity w'hose output should alTect the new 
index. 

Simple inspection suggests at once that there is a connection 
betw'cen the vuitput of gold and the new^ index-number. The first 
great rise in the world’s output of gold (from 1815) at once turned 
upwards the course of British exports as shown in the new index. 
The second great rise from 1893 onwards repeated the effect. 
The South African War, from 1899-190*2, checked the output 
of gold and its exix)rt abroad; this check is reflected in the 
depression of the new index curve. In the last years before the 
Great War, as gold steadily increased, ex{x)rts, even as corrected 
for change of prices, continued to soar. It would no doubt be 
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possible to make arithmetical allowance for the variation in the 
gold output, and so eliminate its influence, leaving a curve which, 
on the hy[3othesis advanced above, would record simply the 
fluctuation of the W( .id’s crops. It is clear that the elimination 
of gold would have the ellect of raising the curve relatively in 
the years 1809 -1902, and lowering it in the period subsequent 
to 1895 ; the last sixteen-year perkxl would thus fall into line 
with the rest of the curve. It would also bring the general 
course of the curve before and after 1845 more nearly into lino. 

For the next stage in the examination the necessary material 
is at the moment lacking, or has not been collected in a form 
allowing its use. It is indeed a matter of common observation 
that the Indian peasant’s demand for cotton piece goods is directly 
dependent on the success or failure of his harvest. But there are 
no records of the crops of the world as a whole, or even of a large 
part of them, covering a long period of years, and making possinie 
the construction of a crop curve to set beside the curve of exports. 
For the moment I must be content to cite a few familiar and 
significant facts as to particular countries. In India famines 
have occurred in 1801, ]877, 1891 2 and 1907-8, that is to say, 
in each case, at, or just before, one of the minimum |X)intB of 
the curve. There have also been other famines, some bearing a 
similar relation to other depressions in the curve, e.g., 1854, 1866, 
1897, and some for which no such connection is apparent. In the 
United States, for which continuous records ])rior to 1866 are 
lacking, there have been very well marked shortages in the wheat 
crop in 1893 and 1907, with a less well marked one in 1876. 
The corn crop and the cotton crop have generally shown a depres- 
sion at or about the same time. Here, again, there are other 
cases of deficient harvest, soine corresponding with minor depres- 
sions in the ex])ort curve, some showing no aj)parciit connection. 
Clearly the harvests of each particular country, or of any one 
kind, are each affected by many different causes. All that can 
be said for the moment is that the crop results are, on the whole, 
consistent with the suggestion of a single general cause affecting 
the whole world at intervals of fifteen to sixteen years. They 
give hope that by a wide enough collection of data the local and 
sporadic fluctuations would be flattened out and that a charac- 
teristic common fluctuation would be revealed. 

It may be suggested that if the hyjwthesis under considera- 
tion is correct (that the British exports to the world as a whole, 
corrected by the general index of prices, are determined by the 
crops of the world as a whole), then a similar relation should be 
found betw^een the exports to any particular country and the 
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crops there. Some provisional calculations as to India and the 
United States of America suggest that some relation of this kind 
can be found there. But the application '^f the present method 
to the trade and production of a single country is difficult, for 
several reasons. In the first place, though the Sauerbeck num- 
bers may, and probably do, afford an adequate index of price 
changes for all commodities taken together, they may not be at 
all accurate in respect of the commodities sent to, or purchased 
from, a single country. In the second place, trade is international, 
and is fluid under the influence of capital seeking investment. 

The United Kingdom, throughout the period under review, 
has been a wealthy country which was exporting capital and 
developing the rest of the wwld. The British manufacturers, 
in a year when tliey export more than usual, may use this iK>wer 
not to bring the increased supplies to this country, but to transfer 
it from one country to another. 4'he fluctuation shown in the 
ex[K)rt figures is visible also in the imports, but is not nearly so 
well marke<l. The important thing to study is not the inqxirts, 
whether from particular countries or as a whole, to the United 
Kingdom, but the total world production. The value and validity 
of the new method (if any) lies in its generality ; one should not 
expect to find it aj)pli{!able, without many adjustments, to the 
case of particular countries. 

The relation suggested as being shown in the chart is 
between British ex£)orts as a whole and the agricultural produc- 
tivity of the world as a whole. In a s])ecially fruitful year 
(when the crops of the world as a whole are above the average) 
the producers of the (•r()[)s, or those to whom they sell, will 
make a specially large demand for articles which they do not 
produce, z.c., manufactured goods. They may get these from the 
United Kingdom, and so stimulate exports to themselves; or, in 
any particular country they may get the goods from the manu- 
facturers in that country. The latter manufacturers will in that 
case be less able than before themselves to make for other 
markets, and will thus increase the demand upon the United 
Kingdom find the exports from the United Kingdom, though not 
necessarily to their own country. Once the manufactures of any 
country arc so large a proportion of the total manufactures of 
the world, as is the case with the United Kingdom, one may 
expect to find fluctuations in agricultural production reflected in 
them directly or indirectly. At bottom, the curve shows the 
relation not between the United Kingdom and the world, but 
between the manufacturing activity of the world (as measured 
by the British sample) and its agricultural activity. 

No. 117. — VOL. XXX. 
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It reraainfl to consider the possibility of relating the apparent 
period of fifteen odd years in the corrected export figures 
directly to some physical phenomena. If any such connection 
should be established, it would almost dispose of the necessity of 
examining crop records ; the connection between meteorology and 
trade can hardly be through anything except agriculture. A full 
discussion of this problem is clearly impossible here. I can only 
call attention to certain significant facts. 

llecords of barometric pressure in many parts of the world, 
running back in some cases to 1842, were collected and published 
by the Solar Physics Committee in 1908. Information for later 
years has been supplied to mo by the Meteorological Office. I 
liave thus been able to pre])are a substantially continuous set of 
figures to represent the average barometric pressure for each year 
from 1812 to 1013 in India, Australia and South Africa; those 
figures are given in column 6 of the table. It will be seen that 
they show unmistakable minima at the years 1818 0, 1802, 1878-0, 
1892 3, 1009-10. There are many minor flue! ualions, but, apart 
from an exceptional period of sustained low pressure between 
1870 and 1875,^ there is no other minimum of comparable 
importance. 

The significance of this scries of years in relation to the curve 
shown in the chart is obvious. Practically the five outstanding 
minima of barometric pressure coincide with the outstanding 
minima of the new ex^x^rts index. More accurately, barometric 
pressure reaches a minimum in the year or years immediately 
preceding a marked rise of that index. A low barometer mcana 
abundant rain, and rain, in the countries under review, means in 
general large crops. On the hypothesis advanced above, a year 
of very low pressure should be followed, after the necessary 
interval for the growth, harvesting and marketing of the crops, 
by a marked rise in the new index, representing the purchases 
made by means of British exports. This is exactly what the 
figures show as liappening. The last three minima of the baro- 
metric series, 1878 0, 1892-3, 1909-10, are particularly striking, 
and have an unmistakable family resemblance. In each case they 
follow on a year of exceptionally high pressure — 1877, 1891, 
1908— meaning drought and, in India, famine. 

^ Tins period is a quite exceptional one in some other barometric records 
also, c.g. at Santiago, whore maxima never before or since approached wore then 
recorded. It also happens to be exceptional in the recent history of sun-spots, 
but I am not suro how much importance attaches to this. The inclusion of 
other regions, such as North America and Russia, diminishes the prominence of 
this period. 
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The figures given, strong as is their general significance, 
present many points for criticism and explanation. It may be 
objected, for instance, that the barometric figures relate only to 
one region of the world. Again, though their minima k^ep on 
the whole fairly near to the export minima, the coincidence is 
not j^erfect. The barometric series is less accurate than the 
other ; in place of successive equal y)eriod8 of fifteen to sixteen 
years, it presents what looks like an alternation of shorter and 
longer periods : 13-14, 1(5-17, 13 14, 16-17. Tljis suggestion is 
confirmed by the fact that 1832-3 is by famine records known 
as a time when drought yielded to rain in India ; this gives 
another 16-17 year period. These two criticisms — as to the 
limitation of the area covered and the lesser accuracy of the baro- 
metric period — will be found to some extent to explain and thus 
to answer each other. 

The barometric figures hitherto given have been limited to 
the Indian Ocean for a variety of reasons. In the first place, 
records prior to 1870 are very rare in either North or South 
America. In the second place, the efiect of rainfall upon cro])s 
is not uniform throughout the world ; in some countries, siudi 
as the United Kingdom and parts of the Dnitod State's, heavy 
rain may be unfavourable. Though on balance the “rain-loving” 
districts are clearly now the most important, the existence of the 
other countries complicates the problem. In the third place. 
South America includes a number of stations whose barometric 
conditions are known to be closely but inversely related to those 
of the Indian Ocean ; there is a see-saw by which, when pressure 
is exceptionally low in one of the two regions, it is almost 
invariably at a maximum in the other. add together the 
Santiago and the Bombay readings, which always move in con- 
trary directions, and then to average the results would be an 
obviously nonsen.sical proceeding; there is no simple way of 
showing their continued effect. In addition, however, to the 
Indian stations (denoted in the Solar Physics Report by the 
position sign +) and tlie South American stations (-), there 
are many others, including all those in North America, which 
do not belong definitely to either camp; the most that can be 
said of them is that they are - ?, or ±. These it has seemed 
worth while to summarise. 

The mean barometric pressures, derived from seven North 
American stations from 1873 to 1913, arc given in column 7 of 
the table. If these are combined with the figures for India, 
Australia and South Africa, weighting the latter in proportion to 
the size of the region and its greater importance both as an 
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export market «and producer of raw materials,^ a series of figures 
is obtained with outstanding minima at 1878, 1893 and 1909, 
that is to say, exactly at the critical points of the new index. 

This is a very interesting result. There can be no question of 
the validity of the barometric series already given for the Indian 
region or its connection with crop production. The successive 
])eriods in this region are not absolutely equal ; they tend to be 
alternately longer and shorter than the average of just over fifteen 
years. The minimum and the recovery, whether we consider 
crops or the barometer, tend in India to come too late at the 
.1877-9 crisis, and too early at the next one — 1891-3. In the case 
both of crops and of tlie barometer, the bringing in of North 
America corrects the inequalities and makes the final result 
nearer to that shown in the new index. It pulls forward the date 
of one barometric minimum from 1870 to 1878 and posti>ones the 
next one from ISOli to 1803. So, too, in crops, North America 
is alternately ahead of atid behind India. 

So far as the impiiry has gone, it siiggc'sts that the more 
general we can make the barometric and the production figures, 
the more closely will their main fluctuation corresjx)nd with that 
of the now exports index. The inquiry, of course, is not com- 
plete. Ihit India, Australia and South Africa, which appear to 
bo the dominant factor, cover nearly a (luartcr of the total exports 
from this country, and are probably even more important as the 
sources of crops. North America covers another 15 j^er cent, of 
the ex[x)rts. No other single region of the earth has comparable 
importance for the present pur[X)se. 

While the barometric statistics collected in this article seem 
undoubtedly to support the suggestion arising from the export 
statistics, of a periodic fluctuation with an average length of 
something over fifteen years, it is necessary to admit that no 
j)eriod of this length appears to have been recognised by meteoro- 
logists hitherto. There is a bewildering variety of fairly well 
established meteorological periods in various parts of the earth 
and the sun, ranging from 78 and IIT years for the sun-spots, 
and about 5 years for the temperature of the North Atlantic and 
the wind at Southport, down to 33 years for the solar j[)rotuber- 
ances and some meteorological phenomena, and 2| years for 
many others. It is clear that if the periodicity suggested in this 
article is a true one, it must result from the combination of two 
or possibly more separate movements. There is no want of 
material from ^vhich to construct hy|X)thetical combinations. As 

^ I am mysolf inclined to give Indiiv, Austrnlia, tind South Africa doublo tho 
weight allowed to North America. So long, however, as the former are given 
some more weight than tho la precise amount matters little. 

Tur 
ifojr. 
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a pure speculation I may say that to myself the barometric series 
for the Indian region suggests a cycle of years deepened by 
some special cause, perhaps a five-year cycle, at every fifth or 
sixth revolution. T may also }X)int to an indication in the baro- 
metric figures, of a tendency for the North American and Russian 
stations (described as - ? or ±) to move with the Indian stations 
( + ) at or about the critical points of the fifteen-year cycle (1878, 
1803, 1909) and to move inversely at intervening epochs (1885 
and 1902). These doubtful Eitations appear alternately positive 
and negative. They are not neutral between Bombay and 
Santiago, but are regular turncoats, and when at intervals of 
fifteen years they join the former, a critical minimum results. 

If some such combination of cycles is at work, it is, of course, 
possible that their periods fit only roughly and not a(*curately. 
In that case, after being for a time roughly in gear with one 
another, the cycles may draw apart, and the manifestations of 
the last seventy years may not be n'peated. Rven if the hypo- 
thesis here advanced is correct, it does not without much further 
examination afford a basis for prophecy. 

The inquiry at this stage becomes jiurely meteorological and 
cannot be carrie<l further within the limits of an article. 1 may, 
however, before leaving the subject, point out that there is 
nothing in the figures adduced to suggest the direct operation of 
the sun-spots. It is jiossiblc that tlic sun-spots, by leading 
economists to look always for an eleven-year period in mundane 
affairs, have hitherto obscured rather than enlightened the problem. 
The nature of their influence on the weather is still ])roblematic. 
Apparently they have not any proved connection with the radiant 
heat of the sun. Nor are they wdiat the uninitiated w’ould call 
really regular in their appearance. Since 1816 successive sun-spot 
maxima have come at intervals of 14, 7, 11, 12, 10, 13, 10 and 14 
years. The sun-s[X)ts have a periodic law which they ohey, but 
their behaviour under it is very much like that of a small dog 
taking a walk with his master. The man plods on steadily ; the 
small dog wu’II always be somewdicre wdthin hail of him, but at any 
particular moment may show himself a quarter of a mile ahead or 
a hundred yards behind. So the sun-spot maxima are sometimes a 
year or two before their proper time and sometimes a year or two 
behind it, though ultimately they never get very far away from it. 

Here I must leave the matter. I cannot profess to have done 
more than to put forward a hypothesis for criticism. It is possible 
that further examination wdll show that the curve of the “new 
exports index,” despite its superficial beauties, is a sham, and will 
destroy the hypothesis which I have put forward as to its meaning. 
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But, with the regular rise and fall of the curve before one, it is 
hard to believe this. If the figures given survive examination, 
and connection can be made for them either with the productivity 
of harvests or with meteorological phenomena, several results of 
some interest will have been attained. 

It will not be new^s to economists to learn that our trade 
depends upon the productivity of other nations, but they may 
welcome an ocular demonstration of truths which statesmen 
have so often conspired to forget. It wull be of interest even 
to economists to confirm the value of the Sauerbeck index-number, 
and to show', if it is thus shown, that the growth of exports is 
apparently governed by a pull from the other side, rather than 
by conditions in this country. 

Finally, the suggestions made above, if proved, establish 
beyond question the meteorological factor in trade flu(!t nation, 
in agreement with the principles, though not with the details, 
of what has been written on this subject by Professor W. S. 
devons and by Mr. H. S. Jevons after him. It is necessary to 
add that tliis would establish climatic variations as one cause, 
not as the sole or perhaps cveti the main cause, of cyclical fluctua- 
tion of industry. The state of tlie export trade affects employ- 
ment and wages, but does not dominate them. The times of 
greatest hardship to the population as a whole generally fall near 
the times of diminished exports, but do not always do so. There 
are some causes of fluctuation — financial, industrial and social — 
clearly independent of the climate and the export trade. 

W. H. Beveuidge 

Note on Table. 

Tlio Exports TikIpx is obtained by dividing tbe Exports per bead for 
each year (eol. li) by the corresponding Sauer))eek Index Number (col. 3) and 
reducing I be cjuoh'euts to Index Numl)ers with H)00 — 100. The New Not 
Imports Index (e(»l. 5) gives corresponding figures for the imports retained for 
domestic eonsunij^t ion. 

Tho exports to 1800 exeludc ships; those frt)m 1001 onwards include them. 
For 1000 both inelusivo and exelusive figures are given. 

Tho figures in col. fi give tho mean of tho annual barometric pressxires at 
stations in India, Australia, and South Africa. From 1873 to 1004 so veil .stations 
— Madras, IJoiribay, Calcutta, Adelaide, Sydney, Capo Town, Durban — aro 
included, and the figures repre.sent tho actual aviTag('< for these stations. From 
1859 to 1872 Durban, and from J905 to 191,3 both J)urban and Cape Town, are 
missing ; from 1847 to 18r>8 figures aro available only for lh.)mbay, Madras, and 
Capo Town, and from 1842 to 1846 for the last two of theso only. So far as 
possible tho figures ha^'o been made continuous, changes of general level being 
adjusted by squaring (n'crlapping periods of five yeans. Thus tho mean for tho 
whole seven stations from 1873 to 1877 is 944; the corresponding mean for six 
stations niono (omitting Durban) is 917, i.e. 27 les.s than for tho 
seven. Tho actual averages for tho six .stations from 18r)9 to 1872 have been 
corrected by adding twenty-soveu in each case. Similar adjustments liave boon 
inado elsewhere ; oacl) change of btiso is marked by a line across the colninu. 

The tigun's in col. 7 give the actual averages from 1873 to 1903 for 
seven stations — Galveston, Nashville, Mobile, Washington, Duluth, Winnipeg, 
and Toronto. From 1904 onwards comparable figures for Duluth and Winnipeg 
aro not available; the figures give the average at the other five places adjusted 
in tho way already described. 
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Year. 

Exports of 
U.K. Produce 
per head of 
population. 

£ 

Sauerheck 
Index No. 
of Prices 
(1871 = 100) 

New 

Exports 

Index. 

(1900=100) 

World’s 
Gold 
Pro- 
duction. 1 
£000,000 

Mean 

Barometric 
Pressures 
(29 inches -[-). 
India, etc. 

(1) 

1820 

1821 

1822 

1823 

1824 

(2) 

1-65 

1-75 

1-75 

1-65 

1-75 

(3) 

112 

106 

101 

103 

106 

(1) 

1.5-1 

18-0 

18-9 

17- 5 

18- 0 

(5) 

1-01 

(6) 

1825 

1-75 

116 

16-4 


1820 

1-40 

100 

15-3 



1827 

1-05 

07 

18-6 



1828 

1-60 

97 

18-0 



1820 

1-55 

93 

18-1 



1830 

1-60 

91 

10-3 



1831 

1-55 

92 

18-4 



1832 

1-50 

80 

18-2 



1833 

1-60 

91 

19-3 



1834 

1-65 

00 

20-0 

2-71 

1 

1835 

1-83 

02 ' 

22-0 


1835 

2-10 

102 

22-5 



1837 

l-Oo 

04 

10-3 



1838 

105 

00 

21-6 



1839 

205 1 

103 

21*8 



1840 

1‘00 

103 

20-2 


— 

1841 

1-95 

100 

21-3 


— 

1842 

1-75 

91 

21-0 


931 

1843 

100 

83 

25-0 


941 

1844 

215 

84 

28-0 

7-3* 

931 






1845 

2-15 

87 

27-0 


954 

1846 

205 

89 

25-1 


041 

1847 

210 

95 

24-2 


926 

1848 

1-90 

78 

26-6 


918 

1849 

2-30 

74 

34- 1 


018 

1860 

2-60 

77 

360 



021 

1851 

2-70 

75 

39-3 

18-2 

022 

1852 

2-85 

78 

39-9 

29-8 

933 

1853 

3-60 

95 

41-4 

31-4 

940 

1854 

3-50 

102 

37-5 

27-2 

936 

1855 

3-45 

101 

37-3 

28-4 

940 

1856 

415 

101 

44-0 

29-8 

036 

1857 

4-35 

105 

45-2 

28 6 

936 

1858 

410 

91 

49-2 

28-2 

940 

1859 

4-65 

94 

62-7 

27-9 

952 

1860 

4-76 

09 

52-4 

26-3 

948 

1861 

4-30 

08 

48-0 

26-3 

922 

1862 

4*30 

101 

46-6 

24-8 

919 

1863 

5-00 

103 

62-1 

24-8 

023 

1864 

6-45 

105 

66-9 

24-8 

953 

1865 

6-60 

101 

60-6 

26-6 

053 

1866 

6-30 

102 

67-6 

27-3 

962 

1867 

5-95 

100 

66-2 

26-5 

945 

1868 

5-85 

09 

64-7 

26-3 

967 

1869 

6-15 

98 

j 68-8 

26-0 

949 


These are the averages for 1821-30, 1831-40, and 1841-60 respectively. 
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Year. 


Exports of 

tJ.K. Sauerbeck New 

I’rofhico Fntlox No. Exports 

por head of of Prices. Index, 

population. 1871 - 100)1(1900-100) 


World’s 

Gold 

Pro- 

duction. 

£000,000 


Moan Barometric 
Pressures 
(29 inches -| ). 

India, North 

etc. America. 


(1) 

(2) 

(3) 

(4) 

(6) 

(fl) 

(7) 

1870... 

6-40 

96 

73*1 

24*9 

923 


1871... 

710 

100 

77*8 

25*6 

920 


1872... 

805 

109 

80*9 

23-8 

927 


1873... 

7-95 

111 

78*4 

23*4 

932 

761 

1874... 

7-40 

102 

79-4 

21*9 

936 

764 

1875.. 

0-55 

90 

74*7 

21-8 

929 

749 

1870.. 

603 

95 

09*8 

22*7 

914 

747 

1877.. 

5-95 

94 

09*3 

24*5 

979 

740 

1878.. 

5-7() 

87 

71-7 

25*4 

937 

690 

1879.. 

5-60 

83 

73*9 

23*8 

927 

755 

1880.. 

0-45 

88 

80*3 

21*9 

939 

747 

1881.. 

(v70 

85 

86*3 

21*2 

9.''>2 

739 

1882.. 

0-85 

84 

89*3 

21*0 

934 

758 

1883.. 

0*75 

82 

90*1 

19*6 

940 

772 

1884.. 

0*55 

76 

94*4 

20*9 

9.57 

748 

1885., 

5*90 

72 

89-7 

22*3 

966 

723 

1880 

5*85 

09 

92-9 

21*8 

947 

744 

1887.. 

0*00 

08 

96*0 

21-7 

950 

748 

1888.. 

0*35 

70 

99*3 

22*0 

963 

759 

1889.. 

0*70 

72 

1(»2*0 

25-4 

947 

746 

1890 

705 

72 

107*2 

24-4 ' 

93.5 

757 

1891 

0*55 

72 

99-7 

26-8 

901 

752 

1892 

5*95 

68 

98*0 

.30*1 

922 

761 

1893 

5*70 

68 i 

91*8 

.32-4 i 

9.30 

728 

1894 

5*55 

03 1 

1 

96*5 

:}7-2 1 

941 

748 

1895 

5*80 

02 ! 

102-4 

40*8 : 

947 

741 

1890 

6*10 

01 1 

109*5 i 

41*6 1 

950 

756 

1897 

5-85 

62 j 

103*4 

48*5 j 

947 

7.50 

1898 

5*80 

04 ' 

99*2 

58*9 1 

932 

735 

1899 

0*10 

08 

98*2 

03*0 1 

956 

744 

1900... [ 

6*85 

7*15 

75 

100*0 

52*3 ' 

1 

941 

741 

1901 1 

0*75 

70 i 

lOM 

53*6 1 

956 

7.39 

1902 

6*75 

69 i 

1 102-6 

61*0 ! 

957 

720 

1903 ! 

0*90 

69 i 

104*9 

67-3 

942 

749 

1904 

7*05 

70 

i 

105*7 

71-3 

1 950 

“706 

1905 

7*70 

72 

112*2 

78*1 1 

! 955 

750 

1906 

8*65 

77 

117*8 

82*7 

9(4 

767 

1907 

9*70 

80 

127-2 

84*9 

936 

751 

1908 

8*55 

83 

i 122-9 

91*0 

958 

7.50 

1909 

8*60 

74 

1 120*0 

93*3 

926 

741 

1910 

9-60 

78 

129-2 

93*5 

927 

751 

1911 

10*00 

80 

' 131-1 

94*9 

940 

778 

1912 

10-70 

85 

132-1 

95-8 

947 

7,53 

1913 

11*50 

85 

142*0 

93*4 

9*19 

770 

1914 








THE DISINTEGRATION OE THE AUSTRO-HUNGARIAN 

CURRENCY 

The collapse of the Austro-Hungarian Monarchy amid violence 
and anarchy, in November, 1918, was necessarily followed after 
the shortest possible interval by the disintegration of the joint 
currency. 

To account for tliis the following facts must be considered : — 

Whenever a change occurs in the value of the irredeemable 
paper currency in any portion of an area where a uniform cur- 
rency exists, then as long as this process of changing goes on, 
and as long as the joint currency continues, we find a corre- 
sponding inverse change in the values of other goods — whether 
commodities, claims or titles to property- not justified by the 
production or consumption in tlie separate provinces which con- 
stitute the area, and lienee a like variation in the real income of 
the same provinces. 

If the joint currency is abandoned at a moment when the 
changes which have set in in the distribution of money are still 
going on, and if every province recognises as legal tender, and 
identifies as such, only those notes which w^ere actually within 
its owm borders at the date of separation, the effect produced by 
the variations in the value of money on the distribution of other 
goods and of income is pcrjietuated, and produces a permanent 
effect on the distribution of aggregate wealth between the 
different provinces. i 

The same effect is produced when a new issue of paper money 
is handed over by the issuing authority, either to the State for 
the purchase of goods destined for the use of one province only, 
or to the inhabitants of a single province, and when, as must 
generally hapi^en, the new i.ssue, or a part of it, passes over into 
other provinces in the ordinary course of trade. 

We have described an extreme case, which is not often met 
with in actual life, for the following reasons : — 

(а) The breaking up of ap area served by a uniform currency, 
or the cutting off of essential parts thereof, is a comparatively 
rare event, and when it does occur, questions of currency are 
usually settled by agreement. 

(б) The proportions between the average currency require- 



MAR., 1920] DISINTEGRATION OF AUSTRO-HUNGARIAN CURRENCY 27 


inentB of the different provinces do not as a rule vary much when 
considered over a long period of time. 

(c) Tlie changes in the sum total of circulating paper money 
are regulated in such a way that new issues are made to benefit 
all provinces alike. Money issues for State purjioses are either 
used for the payment of expenses which concern the entire State, 
as in the case of the war issues in territories belonging to one 
State only, or they are distributed in more or less fair proportion 
among the different States which share the sarne currency, as in 
the case of Austria and Hungary during the war. If loans are 
floated at the same time as the new' money is issued, all the 
territories wdiich share in the currency get the benefit of the 
interest earned, according to one or the other principle described 
above. 

All the States which succeedixl the Austro-TTungarian Mon- 
archy W'cre tlircatcnorl with a dislocation of values of the kind 
described, wdien it bc'came clear that the common currency would 
sooner or laior be broken up, without the adoption of any 
measures that might have safeguarded th(3 interests of the 
separate States.* It was against the interests of each of these 
States that any one among them should be given new bank-notes 
or credits from the Austro-lTimgarian l^ank, for it was to be 
expected that such bank-notes or credits w'ould be used in the 
ordinary course of business for sending remittances to the other 
States, and there w’as no guarantee that the holding of a larger 
amount of bank-notes, or of larger deposits with the Austro- 
Hungarian Hank, would be of any value on the final day of 
reckoning. On the other hand, each of the States had a deficit 
in its own Budget, wdiich could only be met by the issuing of 
new paper money. Furthermore, each of the Succession States 
dreaded lest the others should somehow succeed in transferring 
to it a part of the money circulating w ithin their own provinces. 

Despite all these apprehensions and difficulties, the States 
termed “Austria” and “Hungary” after the break up of the 
Monarchy w'ere not in favour of a premature dissolution of the 
joint currency. For the financial winding up of the old Austria 
and the old Hungary (the two States of the Monarchy had no 
debts in common) left them with only two alternatives : either 
the liabilities of the Dual Monarchy must be distributed among 
the separating provinces according to their individual economic 
capacities, or else the new' Austria and the now' Hungary w’ould 

^ Tho question of what measures should have been t aken, though theoretically 
interesting, is not to tho point here, and will therefore not be dealt with. 
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have to shoulder a disproportionately heavy share of the burden. 
So as not to preclude the first alternative, they took their stand 
on the principle that the outstanding bank-notes and deposits 
should be honoured by the Succession States, not in proportion 
to the amount of currency actually circulating and of deposits 
held within their own borders, but according to their legitimate 
share of the debts with the Austro-Hungarian J3ank contracted 
by the former Monarchy, and that their shares should be fixed 
according to their economic capacities. 

The other Succession States did not fall in with this view ; 
they refused to make their newly-acquired territories' responsible 
for adequate shares of the debts of the two old States. They had 
no scruples about nationalising the bank-notes circulating within 
their own borders. Czecho-Slovakia was the first to begin secret 
preparations for a separation of the currency ; the Jugo-Slav 
Government, however, getting wind of these preparations, deemed 
it wise to steal a march on the other States, and in February, 
1919, suddenly decreed that the bank-notes held in Jugo-Slav 
territories, were to bo handed over within a few weeks’ time to 
specially appointed authorities, in order that they might bo 
marked with a sim-jcuiI stamp. After that date none but the 
stamped notes would bo legal tender in the former Austro- 
Hungarian territories. (In the old Serbian territories the Dinar 
note had prevailed in the circulation since the Armistice.) While 
the stamping was being ejected the import of kronen notes was 
prohibited. 

This measure, which from the i)oint of view of the Jugo-Slav 
Government was perfectly correct in theory, did not work out 
well in practice. The preparations had been hurried, and the 
stamping was consequently so badly executed that forgery was 
rendered very easy. And when, owing to the comparatively 
favourable economic conditions prevailing in Jugo-Slavia, the 
purchasing power of the Jugo-Slav krone rose above that of the 
unstamped note which remained in circulation in Hungary and 
Poland, forgers promptly availed themselves of this opportunity. 

For the rest, since Jugo-Slavia possessed no bank-note press, 
it is not easy to see how the Government could have obtained 
home credit without the aid of bank-notes with forged stamps 
which crossed her frontiers. Yet this home credit was indis- 
I>ensable to cover the deficit in her Budget. There might have 
been other alternatives : prices at home — in the absence of forged 
notes coming in to pay for exports — might have fallen, and 
existing resources might have proved adequate for the granting 
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of credit, and might have been used for this purpose. This 
method, however, could hardly — on account of the many existing 
sources of friction — have been put into oj^eration with sufficient 
rapidity. 

The sum stamped by Jugo-Slavia amounted to about 7 billions, 
out of a total of 37 billion Austro-Hungarian notes circulating in 
February, 1919. 

In December the notes circulating in Jugo-Slavia underwent 
a second process of discrimination by stamping. On this occa- 
sion the Government, following the Czecho-Slovakian example, 
to be described later on, held back 20 per cent, of the notes 
handed in for stamping. As far as can be judged, this second 
stamping aimed at making forgery more difficult, and at pro- 
viding for the State currency requirements. In January the 
Government announced that the stamped kronen notes would be 
exchanged for new notes. For technical reasons, dinar notes, 
bearing a special stamp, are to be used for this purpose ; these 
stamped dinar notes, except for their outward appearance, have 
no more in common with the ordinary dinar notes than the 
stamped kronen notes. The unification of the currency has not 
yet been achieved, mainly because the Government cannot decide 
on the relative values of kronen and dinars ; this problem is still 
the subject of violent controversy. 

At the public money-changing ofiitjcs of the Jugo-Slav terri- 
tories formerly belonging to the Austro-Hungarian Monarchy, 
dinar notes were at lirst accepted against 2J stamped kronen; 
since August against 3; and since January against 4 kronen. 
The real rate of exchange of the dinar note was, until the last 
change effected in January, somewhat higher than the official 
rate. 

The Republic of Czecho-Slovakia followed the lead of Jugo- 
slavia early in March. In order to prevent the flowing in of 
kronen notes, the frontiers were closed for goods and passenger 
traffic, as long as the stamping lasted. 

The Chancellor of the Czec-ho-Slovakian Exchequer, Dr. 
Raschin, had more in view than the nationalising of the currency. 
Fifty per cent, of the notes presented for stamping — with a few 
exemptions — were held back ; for these a Treasury Bond, bearing 
1 per cent, interest and not negotiable, was substituted. It was 
intended, when the firoposed capital levy came to be made, that 
these bonds should be accepted at par in payment of the tax, 
and that any balance left after the discharge of this, should be 
cashed at par also. 
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By means of an exact record of the notes handed in, together 
with an inventory of other forms of wealth (bank deposits, shares, 
etc.), a property register was compiled, and the ground prepared 
for a levy on capital. Tlie payment of the levy was to be secured 
by keeping back the 50 per cent, of notes, and at the same time 
blocking 50 per cent, of the bank deposits, while it was exj^ected 
that peo[)lo would, in order to evade the levy, leave a part of their 
bank-note lioard unsiainpeci, and use tliis to buy property in the 
other Succession States. At the same time the reduction in the 
number of circulating notes would improve matters by enhancing 
the value of the currency. ■ 

]n November, 1010, the stamped kronen notes were exchanged 
at par for “Sokols,” the new monetary units of Czecho-Slovakia, 
issued by the Banking J)o|)artment of the Treasury. 

As regards the attainment of Dr. Baschin’s aims, we may 
admit that the measures taken for a capital levy were more or 
leys successful. As regards the attempted appretaalion of the 
currency, it can hardly be ascertained how far the difference 
that has arisen between the* value of the ('zecho-Slovakian krone, 
and the German-Austrian and the Hungarian krom?, is to be 
attributed to the reduction of the iiumber of the former notes in 
circulation, and how far the more favourable economic conditions 
of Czecho-Slovakia may be held responsibk^. The writer inclines 
to the view that neither a reduction of the currency effected by 
the above-mentioned methods, nor yet a levy on capital, can have 
any appreciable influence on prices or on the rate of exchange. 
This view is supix)rted by the fact that the internal purchasing 
power of money underwent no immediate change of any kind, 
and that it was only very gradually that a difference developed 
between the internal purchasing jx)we.r of the two kronen. (This 
difference in purchasing power is not by any means as great as 
the difference |)roduced between the two rates of exchange by 
speculation and intentional mariceuvres.) 

The kcej)ing back of the 50 per cent, proved an unfortunate 
measure, which later on the Government was compelled practic- 
ally to rescind. For the level of jndees refused to ada|)t itself to 
the reduced amount of currency, and a very great scarcity of 
money ensued. The Government had no bank-note press at its 
disposal, nor could it utilise the bank-notes held back, since these 
were to be dealt with as bl(x:ked private property. It was there- 
fore left without any of the normal ex|)edients for tiding over 
the difficulty, and was obliged first to resort to a moratorium, 
and then to return to many of their owners the notes wdiich it 



1920] DISINTEGRATION OP AUSTRO-HUNGARIAN CURRENCY 31 


had previously kept back. Finally, the scarcity was alleviated 
by an influx of fraudulently stamped bank-notes. 

But the fatal defect of Dr. Kaschin’s scheme for the 
nationalising of the paper currency w^as its inability to provide 
adequate safeguards against fraud. Although the method of 
stamping adopted was not quite so primitive as that of Jugo- 
slavia — instead of mere printing, a stamp rather less easy to 
counterfeit was applied — there was yet sufficient margin left for 
forgery. As a matter of fact, a financial policy designed to effect 
an immediate rise in the value of the Czech currency as against 
the unstamped krone would inevitably have invited fraudulent 
stamping, even before the practice developed in the ordinary 
course. The natural consequence of this was that, between 
February and November, 1919, when the exchanging of the 
stamped notes for new currency was ])eing accomplished, un- 
stamped notes to an amount certainly exceeding one billion, still 
circulating in Hungary, Galicia, and in the former Eussian pro- 
vinces occupied during the war by the Austrian armies^ were 
frauduhmlly stamped and introduced into (.’z('cho-Hlovakia. 

Owing to this wholesale forgery, many ])C‘opIe were not willing 
to accept payments in notes of largo denomination, or insisted 
on scrutinising these with a magnifying glass, and travellers 
bringing bank-notes into the country had to subnut these to a 
similar scrutiny at the Czccho-Slovakian frontier. Ultimately, 
rather than leave the innocent to suffer for the fraud of others, 
the Czecho-Slovak Government was obliged to exchange the 
forged notes for new bank-notes. It is quite possible that, so far 
from preventing notes from flowing in from abroad in exchange 
for other values, the nationalising iX)licy actually encouraged the 
process. 

The only official information we liave of the exact amount of 
notes stamped is derived from a statement made incidentally by 
Dr. Easchin in one of his speeches. He estimated the amount 
of notes presented at 8 billions, the amount returned (puiqxisely 
leaving the figure vague) at to billions. 

The amount of notes actually circulating in Czecho-Slovakia 
must have exceeded 8 billions. Some of the notes, however, were 
never presented by their owners, wdio preferred to avoid being 
mulcted of 50 per cent., and to supply themselves with a forged 
stamp at a more convenient opix)rtunity. 

It was not until early in March that Austria and Hungary, in 
mutual agreement, resolved to follow suit. The Bolshevist 
Revolution prevented the stamping from being carried out in 
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Hungary, but in Austria it was accoin}>lishecl by the end of March, 
and the compilation of a record of the sums handed in prepared 
the way for a levy on caj^ital. The stamping was efficiently 
performed by printing over the notes, but there was in any case 
very little danger of fraud, since the Czech krone was expected 
to command a premium, and would consequently prove more 
advantageous to forge. Nor has any tampering with the notes 
been detected. The amount originally stamj)ed was 7 billions, 
but by the middle of January, 1920, new issues had brought the 
circulation up to 13 billions. 

The Austrian financial authorities assumed that the liquida- 
ton of the Austro-Hungarian currency would be an equal charge 
on all the partners, and they endeavoured to avoid flooding the 
market; with the Austrian krone (a real danger, since most of the 
kronen had been issued in Vienna) by earmarking tlie dejx)sits 
made before the stamping began, and honouring them only in 
unstamped, or “old,” kronen. 93ius such credits lost their pur- 
chasing power in Austria. This [Kjlicy was bitterly resented by 
neutrals, but quite unjustifiably so, for, in accorilance with the 
Peace Treaty sti])ulations regarding the liquidation of the Austro- 
Hungarian Hank, all old kronen accounts will sliortly be con- 
verted into new Austrian kronen. 

In the course of the summer Italy and lloumania als(j pro- 
ceeded to nationalise the currency circulating in the provinces 
alloite<l to them. In the new Italian provinces the kronen were 
at first cxchjinged for lire at a rate of 2^ kronen for 1 lire ; later 
on, additional payments were made on the cashed kronen. The 
very favourable treatment accorded to the kronen was a kind of 
national gift made by Italy to the annexed provinces. Two and 
a half billions of kronen were cashed. 

Eoumania did not convert the kronen, but only stamped them ; 
the public exchange offices in the newly-acquired ])rovince8 
accej)ted first 2 and later stamped kronen for one lei. 

Poland lias not, up to the present, stamped the bank-notes 
circulating in Galicia and in the other territories administered 
by the Austrian military authorities during the war. She confined 
herself to prohibiting the import of kronen notes — without suc- 
cess — and fixed the official rate of exchange at 2 kronen for 
1 Polish mark. 

In Hungary the preparations for stamping were interrupted 
by the Bolshevist Eevolution. The Soviet Government, for whose 
needs the stock of about 3 billions of unstamped notes found in 
the Exchequer and in the banks, did not suffice, put into circula- 
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tion about 3 billions of imitation notes, which were immediately 
identified, and which the peasants refused to accept in payment 
for their wares. The back of these notes was w^hite, while the 
back of the note issued by the Austro-Hungarian Bank was blue, 
and “blue money” had already risen to a premium of 100 
per cent, during Soviet rule. The Post Oflice Savings Bank 
added to the circulation notes of its own to tlie amount of 
300 millions. 

The Government w’hich came into power after the overthrow 
of the Bolshevists, fixed the nominal value of the “white notes” 
in circulation at one-fifth their original nominal value, and 
redeemed them at this rate. The notes of the Austro-Hungarian 
Bank, however, proved quite insufficient for this redemption, and 
for the other requirements both of the Government and of private 
commerce. The new r^^mie found no stock of notes, and the 
Austro-Hungarian Bank could not, owing to the other calls on its 
press, sui)ply more than a very limited number. The demand for 
currency was urgent, for the agricultural population was unable 
to spend on man\ifactured goods the money earned by the sale 
of foodstuffs, and was unwilling, in the prevailing conditions of 
insecurity, to deposit it with the banks. Thus money was with- 
drawn from circulation and hoarded. The Government was com- 
pelled to issue currency notes amounting to some hundred 
millions through the Post Office Savings Bank, but as the con- 
servative rural population would not accept these in payment of 
foodstuffs, they were quoted at a discount of several per cent. 
Later on, when confidence began to be restored, and the Austro- 
Hungarian Bank was able to supply more bank-notes, the discount 
vanished almost entirely, and the internal circulation returned to 
normal conditions. The unstamped note, and consequently the 
notes issued by tlie Post Office Savings Bank, now stand at a 
prenuum varying from 15 to 30 per cent, over the Austrian 
money. This may be due partly to the belief that the future of 
Hungary and Poland offers better prospects than that of Austria, 
and to the view (supported by very vague evidence) that the con- 
ditions of the Peace Treaty arc more favourable to the unstamped 
than to the stamped notes. Or it may be due to the more satis- 
factory conditions of production and trade existing in Hungary 
and Poland. Or, again, it may be caused by the demand for 
unstamped notes created up to December by counterfeiters of 
Czecho-Slovakian stamps and by forgers of Jugo-Slav and Rou- 
manian stamps at the present day. 

The following table, in terms of Zurich quotations, illustrates 

Xo 117.— voi- x\x, ^ 
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the depreciation of the kronen, and of the national currencies 
derived from it, during the past one and a half years : — 

Par = 24 kronen to the £. 



25 X. 

2 1. 

28 11. 

29 ni. 

30 vin. 

30 IX. 

20 I. 

Kronen circulating in tho 
whole Austro-IIungar- 

1918 

1919 

1919 

1919 

1919 

1919 

1920 

ian territory . . 

52*75 

76-50 

100 

— 1 

— 

— 

— 

Unstamped Kronen 

— 

— 

— 

115-50 

222 

515 

870 

Now Austrian Kronen. . 

— 

— 

i — 

115-50 

218 

575 

1130 

C'zecho-Slovak Kronen . . 

— 

— 

1 

85-50 

123 

214 

275 

Jugoslav Kronen 

— 

— 

— 

115-50 

208 

402 

450 


Tho Jugoslav krone is not quoted at Zurieh ; the calculation was inado by 
comparison with the prices paid in Vienna for the Jugoslav krone. The same 
method was adopted to arrive at tho valuo of tho unstamped krone, this com- 
parison appearing more useful than tho Zurich quotation. 

If we examine the enactments by means of which the Austrian 
Peace Treaty remodels tho legal relations which existed before 
the colla[)se of the Monarchy between the Austro-Hungarian 
Bank, the holders of bank-notes and the debtors of the bank, we 
may well conclude that there is hardly any clause in the Peace 
^JVeaty so unintelligible or so obscure — even after minute analy- 
sis — as Paragraph 2()G, which deals with these questions. 

According to the only interpretation which does not lead to 
insoluble contradictions ' — and a very free interpretation at that 
— the following essential stipulations are made by the Peace 
^Freaty : — 

The Succession States are bound to redeem, under conditions 
to be settled by themselves, the kronen notes circulating in their 
own territory ; they are to keep the notes which they redeem on 
the former Austro-Hungarian territory se])arate from tho notes 

^ Tho main point of tho intcrprotati«»n to whioh tho at ton! ion of studrnts 
of tho Poaco Treaty may bo drawn, in the moaning wbicb is attached on tho one 
hand to the words “ securities issued by tho Austrian and Hungarian (lovein- 
inciits and deposited with the Hank ” and on tho other hand to tho words “ other 
assets.” For it is possible to njad an intelligible moaning into tho onacinioiits 
only if tho first pa.ssago is not taken literally. “Sccurilios deposited” must 
bo undorst(»od to include all credits granted by tho Bank to private persons 
(chiefly against War Loans as security) in so far as these are needed, according 
to tho present balance of tho money -issuing Bank, to bring up tho direct Bank 
debts of the two former States to tho C(|uivaleiit of tho amount of outstanding 
notes; accordingly, among the ‘‘other assets” real property and gold must 
occupy the cliiof ])lacc. 
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which they redeem outside this territory, i.e.y on wdiat used to 
be their old territory outside Austria-Hungary, and they are to 
deliver them to the Reparation Commission. All other States 
wishing to secure any rights whatever for their subjects in respect 
of notes which were issued before October 27th, 1918, and had 
found their way outside the late Afonarchy by June 15th, 1919, have 
likewise to collect and deliver these notes. As regards the notes 
which were either issued before October 27th, 1918, and brought 
into the country after June 15th, 1919, or issued after October 
27th, 1918, there is no obligation on the part of any State other 
than the Succession States to collect them, if the regulations of 
Paragraph 206 could be applied literally. There can, of course, 
be no compulsion as regards neutrals, nor do they appear to be 
offered any other inducement. For, as will be shown in detail 
later, no claims can be made in respect of notes issued before 
October 27th, 1918, and brought out from the old ^lonarchy after 
June 15th, 1919, whereas private holders of notes issued after 
October 27th, 1918, are allowed to claim their rights. Neverthe- 
less, the non-Succession States will collect both these classes of 
notes, because, as we shall see later, they will not be able to 
distinguish beiw’eeri them. 

According to the provisions of the Peace Treaty, there would 
appear to be eight separate classes of notes : — 

(u) Notes issued before October 27th, 1918, and redeemed by 
the Succession States on the former Austro-Hungarian territory 
(including the new Austria and the new^ Hungary). 

(6) Notes issued before October 27th, 1918, and redeemed by 
the Succession States on their own territories situate outside the 
borders of the old ^Monarchy — these notes having found their w^ay 
to these territories before June 15th, 1919. 

(c) Notes issued before October 27th, 1918, and redeemed by 
the Succession States on their territories situate outside the 
borders of the old Monarchy, these notes having found their w'ay 
to these territories after June 15th, 1919. 

(d) Notes issued before October 27th, 1918, collected by other 
States, which found them in circulation on their territories on 
June 15th, 1919. 

(c) Notes w'hich w^ere issued before October 27tli, 1918, but 
w^hich found their way into the territories of other States after 
June 15th, 1919. Tn the same category all the other notes issued 
before October 27th, 1918, which were not handed in to the 
Reparation Commission by one State or another. 

(/) Notes issued after October 27th, 1918, and redeemed by 

D 2 
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the Succession States on what was previously Austro-Hungarian 
territory. 

(g) Notes issued after October 27th, 1918, and redeemed by 
the Succession States on their territories situate outside the fron- 
tiers of the old Monarchy. With regard to these notes, it is 
immaterial when they found their way into these territories. 

(h) Notes issued after October 27th, 1918, to be handed in by 
subjects of other States. 

No rights can be claimed in respect of notes under categories 
(r) and (c) either by the States which are bound to collect and 
deliver them, or by private owners. 

All other notes (except those of Class (a) redeemed by the 
Succession States on territory previously belonging to Austria- 
Hungary) entitle the holders to a lien on the sums due to the bank 
from customers on account of private loans— the amount involved 
in this lien to be such a sum as will bring the cover of the note 
circulation of the two former States up to the amount required 
by the previously existing currency regulations. Further, a right 
may be asserted to that portion of the claims against tlie new 
Austrian State and the new Hungarian State, which brings the 
above-mentioned loans up to the sum of the notes actually handed 
in ; these rights belong to the bank, because the new Austria and 
the new Hungary have to accept resjKmsibility for the total bank 
debts of the former Austrian and Hungarian States, less the 
amounts of the bank-notes of Class (a). Later on those portions 
of the debts taken over which cannot be shown to fall within the 
above regulations are to be cancelled. 

Furthermore, with respect to all the above-mentioned notes 
which were issued before October 27th, 1918, and with respect 
to the notes in Class (a ) — these likewise w^(^re issued after that 
date — the collecting States possess a lien on all the other assets 
of the Bank, i.e., on the surplus ix)rtions of the claims payable in 
kronen which the bank holds for private customers on real 
property, foreign claims and gold. 

On two points, however, the Peace Treaty leaves us entirely 
in the dark, and until these are cleared up not a single step can 
be taken towards liquidation. What exactly is meant by the 
"rights of the holders of those bank-notes, for which the bank’s 
claims, as enumerated above, against the two States, and against 
private customers, stand as security”? And what are those 
rights to which the other assets of the bank are pledged? We 
might possibly interpret the first-mentioned group of rights^ 
according to accepted tenets of finance, as claims to the delivery 
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of new Austrian and Hungarian currency at the ordinary rate of 
exchange obtaining within the rivo new States. To the second 
group of rights we can attach no meaning whatsoever, since the 
Austro-Hungarian Bank has never been obliged to exchange 
its notes for specie. Tlic holders of these notes, therefore, 
have no rights beyond the exchange of their notes for new 
issues. 

But, apart from questions of interpretation, Paragraph 20G is 
open to tlie further objection that, even if its provisions could be 
carried out to the letter, holders of notes would find the value of 
these to be at the mercy of circumstances which are not of the 
slightest real importance. It is nothing short of absurd that 
kronen notes whicli were issued before October 27th, 1918, and 
happened to enter, after June 15th, 1919, into territories which 
did not previously form part of the Austro-Hungarian Monarchy, 
should not be honoured, whilst notes issued after October 27th, 
1918, have a right to re<lemption in kronen issued by the Austro- 
Hungarian Bank. It is equally absurd that the participation of 
the different States in the “other assets “ of the bank should 
depend on the accident (which, by the way, is not even shown 
on the note itself of how their kronen notes happen to be divided 
between issues prior, and issues subsequent, to October 27th, 
1918. 

But Paragraph 206 is altogether incapable of being acted on, 
for there is no evidence by which we can determine the exact 
spot — wdictlier on territory previously included in the Austro- 
Hungarian Empire or previously outside it — on which the actual 
redemption of any particular notes was effected by the Succession 
States. Nor can there he any means of ascertaining whether 
notes, now current in the temtories not previously belonging to 
Austria-Hungary, came in before June 15th, 1919, or afterwards. 

We must therefore conclude, quite apart from any question 
of injustice towards the new Austria and Hungarian States, that 
the Keparatiori Commission will have to draw up a new set of 
provisions for the li([iiidation of the kronen currency, in which 
only 2X)rtions of Paragraph 206 can be incorporated. 

It would be be\Y)nd the scope of this article to conjecture 
what the future of the currencies derived from the Austro-Hun- 
garian krone may be. We can only express a hope, which may at 
present sound very Utopian — that an economic Danube Federa- 
tion, and a common currency holding good within its borders, 


^ Tho kronon notes always bear as tlio date of issue the 2nd of January of 
the year in wliich they were printed. 
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may do soiiietliing to repair the shattered economic conditions of 
the territories belonging to the former Austro-Hungarian Empire. 
This would ofier the advantages which large economic units, with 
a common currency and traffic system, have over small economic 
units, and the further advantages which spring from union 
between countries adapted by natural conditions and historic 
development to supplement each other’s needs. 

Karl Schlesinokr. 

Vic7}na. 



FUin^HEK OnSERVATJONS ON THE WORLD’S 
MON E TAR Y PR OBLE M 


Hi maxity has striven diirinf^ thousands and thousands of 
years (o make itself sovereign over surrounding nature, lier 
forces as well as her mntcria. The result is what we call civilisa- 
tion. In one case, however, humanity seems to have consented 
for ever to be the slave of a uiatena. That is in the case of gold. 
Of course, man has applied all his technical su])eriority to the 
work of winning the gold out of the stores of nature. In that 
respect he has nothing with which to reproach himself. But to 
tlie scantiness or abundance of the supply of gold thus given he 
has (fomiiiittcd a commanding influence over what is called his 
economic life, that is, over tlie whole of his efforts to win the 
means for satisfying his needs. So late as the end of the nine- 
teenth century, he has, c,g., for more than two decades allowed 
a scarcity of gold to ndard his economic progress and kee]> down 
the productivity of his work. 

The critical point to which the war has broiight the economy 
of the world makes it very natural that we should now earnestly 
ask ourselves if we really are willing further to submit to such a 
state of things. The decrease in the monetary demand for gold 
in comparison with the more and more abundant supply of paper 
mofuyy has brought the value of gold down to about half its pre- 
war level, with the consequence that, as is seen in the Pnited 
States, the prices of commodities in gold have risen to about 
double what they were before the war. Though this enhance- 
ment of prices has certainly been a most injurioiis process, the 
inverse process of bringing prices down again to their old level 
would probably be still more disastrous. The prospect of a long 
period of falling prices would kill all enterprise and im})ede that 
reconstruction of the world which is just now so very urgent. 
A rise in the value of gold would also, for many countries, make 
the restoration of the gold standard much more difliciilt, not to 
say impossible, and in an immense degree aggravate the already 
o])|)ressive financial burdens of the (Tovernments. It seems, then, 
natural enough that the world should now wish to prevent gold 
from rising again in value. 
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This, so far as I can see, can only be done by some sort of 
international agreement to keep down the world’s monetary 
demand for gold. A restoration of the use of gold as a circulating 
medium, and of the former requirements as to gold covering for 
the liabilities of the central banks, would without doubt mean a 
violent rise in the value of gold and a corresponding fall in the 
general price-level. These two sources of demand for gold must 
consequently be laid under a control to be internationally agreed 
upon. Perhaps, for instance, it would be found expedient to 
melt down all existing gold coins and stop all further coinage of 
gold. But this would not be enough. It will, without doubt, 
also prove necessary to put a limit to the demands of the central 
banks for more gold. The case of England is illustrative of this 
necessity. If the prescribed limitation of the issue of currency 
notes to a maximum of T320‘6 millions is to be carried through, 
as the latest acquisitions of gold by the Bank of England seem 
to indicate, by aid of an increase in the note circulation of the 
bank, no rise in the internal value of b'nglish money will be 
achieved. But the necessity of acquiring more gold will 
strengthen the world’s demand for this metal and help to enhance 
its value. If other countries should follow this example, this 
enhancement might become very embarrassing. 

But there are also other difficulties to be taken account of. 
The withdrawal of gold from circulation and the disappearance of 
all definite standards of gold-cover have in a most serious degree 
impaired the stability of the value of gold. If gold is to be used 
henceforth as a monetary standard, it is, therefore, necessary to 
take special measures for stabilising the value of the metal. As 
these measures, which would mainly consist in the establishing 
of appropriate and stable principles in regard to the gold-holdings 
of the central banks, naturally must be of an international 
character, the whole problem must be laid before an international 
conference, and this point has seemed to me to be one of the 
strongest grounds for the early summoning of such a conference. 

So far my views coincide, 1 think, pretty nearly with those 
set forth by Mr. Hawtrey in his very able and instructive article 
on “The Gold Standard’’ in the last issue of this Journal. I 
wish, however, to call attention here to another difficulty which 
seems to have escaped the attention hitherto even of those who 
have become aware of the importance of the problem of stabilis- 
ing the value of gold. This difficulty arises in connection with 
the production of the metal. 

It we have a stabilised monetary demand for gold, we must. 
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of course, have an annual production of gold corresponding to the 
general rate of economic progress of the world, and, in addition, 
sufficient to cover the yearly waste of gold. This normal annual 
demand for gold amounted, during the period 1850-1910, on an 
average to about 3 per cent, of the total accumulated stock of 
gold in the world at the time. Of this sum 0*2 per cent, covered 
the loss of gold and 2*8 per cent was added to the world’s stock 
of gold. Thus the stock of gold, and therefore, also, the annual 
addition to it, increased on an average by the yearly percentage 
of 2*8. Assuming the same rate of progress in the years before 
us, we should need at present an annual production of gold of 
about £100 millions, increasing in subsequent years at the rate 
of 2*8 per cent, yearly (c/. my Theoretische Sozidokonomie, 
Leipzig, 1919, § 54).^ 

In 1915 the world’s production reached approximately this 
sum. But the rise of prices of commodities in terms of gold 
units has hampered the production and brought it dowm consider- 
ably below the figure attained in 1915. In the Transvaal the 
falling off of the production has not been very marked, but still 
a reduction from the maximum of .£39‘5 millions in 1916 to 
.£35*8 millions in 1918 and a somewhat lower figure in 1919 has 
taken place. Much greater has been the decline in the gold 
production in the United States, where a maximum of 101 million 
dollars was reached in 1915, but where the production for 1918 
was only 68 million dollars and for 1919 probably not more than 
55 or 60 million dollars. 

The production is consequently at present not sufficient for 
a normal increase in the world’s stock of gold. As the necessary 
annual production of gold would, under the assumed rate of pro- 
gress, in ten years be £132 millions and in twenty years £174 
millions, the <langer of a quite insufficient supply of gold is much 
more imminent than seems to be generally recognised. Another 
factor is working in the same direction. Gold being the only 
commodity which has not risen in price while in countries with 
an effective gold standard other prices have been doubled and the 
general level of incomes has been raised in the same proportion, 
it is only natural that the demand for gold as a material for 
articles of luxury should have increased substantially. It is also 

' It ia generally believed that the stability of the value of gold depends on 
the accumulated stock of gold being very large in comparison with each year’s 
production. This fallacy is repeated in almost every text-book on the subject 
and oven so acute a writer as Mr. Hawtrey yields to it. In reality, the accumu- 
lated stock should not bo “ very largo,” but simply 33 1/3 times as large as the 
annual production. 
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known that the use of gold in the arts is growing rapidly. This 
consumption threatens, indeed, to absorb a large part of the 
diminished annual production of gold. What is left for monetary 
use wUnhen be very insuflicient for the necessary regular increase 
in the world’s monetary stock of gold. This deficiency must 
result in a progressive scarcity of gold and a consequent con- 
tinued rise in its value. This result could only be avoided if new 
goldfiel<ls were discovered and develoijed in the proix)rtion neces- 
sary for a normal supply of gold. But leaving such a possibility 
out of consideration and assuming the production of gold to 
remain about constant, we have to face a growing scarcity of gold 
and a continued depression of prices. 

It will therefore probably be necessary not only now to pre- 
vent the monetary demand for gold from resuming its old 
dimensions, but also to regulate henceforth this demand with a 
view to reducing it gradually, as the growing scarcity of the 
supply of gold may require. If w'e further take into consideration 
the possibilities of changes in the conditions of gold-mining, we 
shall find that the scope for this regulation of the monetary 
demand for gold may easily be considerably widened. Thus the 
task may seem to involve great difliculties. But it we are not 
prepared to abolish at once and for ever the use of gold as a 
standard of value, w’e clearly must do something for stabilising 
the value of gold, and this is certainly not possible without a 
rational regulation of the monetary demand for gold. 

It is interesting to compare this expedient with the well- 
known plan of Professor Irving Fisher for stabilising the dollar. 
Professor Fisher accepts the variability of the value of gold as a 
fact, and would stabilise the dollar by varying its gold content. 
This plan met with some difficulties as long as an actual circula- 
tion of gold coins had to be taken into account. But if we can 
suppose all gold in monetary use concentrated in the vaults of the 
central bank, it will only be necessary to regulate the price at 
which this bank buys or sells gold. If gold becomes abundant 
and sinks in value, the bank w’ould only have to low^er its price 
of gold in a corresponding degree. In this way the monetary 
standard could be made independent of the variations in the value 
of gold and kept at a constant value in comparison with com- 
modities. But in that case it is very difficult to understand why 
gold should not be dispensed with altogether for monetary pur- 
}X)ses. Jt would have lost its function as a coin, as well as that 
of a standard of value. The latter function is fulfilled when the 
price of gold is fixed in the monetary unit of the country, the 
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value of this unit following the value of gold. But the essential 
point in Fisher's system is that the price of gold should not be 
fixed. ¥he necessary stability should be given to the monetary 
unit by fixln^vthe price of the mass of commodities comprised in 
the calculation of the index-number. Clearly, gold has nothing 
to do with such a standard, and the quotation of its price by the 
bank would be of no use from the monetary point of view except 
so far as it could facilitate payments to other countries. But 
this end could just as well be attained by a quotation of the 
exchanges on these countries. Only for payments to less- 
developed countries still desirous to have gold could a quotation 
of gold perhaps be of some use. 

Professor Fisher’s plan means, therefore, in principle, the 
ultimate abandonment of gold as a monetary standard. If we 
wish to retain gold as basis of our money we certainly must fix 
the price of gold in our monetary unit. But if w^c, at the same 
time, wish to keep the general level of prices as constant as 
possible, we must take measures to regulate the value of gold, 
and we then come to the regulation of the monetary demand for 
gold proposed above. Having regard to our bad experiences with 
paper money in recent years, most people would probably find it 
highly desirable that the paper money of the future should be 
redeemable in gold at a fixed rate. For payments to other coun- 
tries this guarantee would without doubt be of real importance. 
A redenij^tion at a variable rate would never present the same 
degree of security, at least not in the eyes of the public. 

Of course, the advantage of a stable value of gold could not 
be had for nothing. In periods of superabundant supply of gold 
the central banks would have to buy up large quantities of gold, 
and in a corresponding degree to diminish their income-yieljling 
assets. They would thereby suffer a loss of income. From the 
point of view of social economy a stabilised value of gold would 
mean, at such periods, an unnecessary and therefore wasteful 
extension of the production of gold. The system of Professor 
Fisher has the advantage of discouraging, in periods of abundant 
supply, the production of gold by lowering its price. But, leaving 
the possibility of very great new discoveries of gold out of con- 
sideration, we have rather, as is shown above, to reckon for the 
future with a growing scantiness in the supply of gold. Under 
such circumstances, it is a distinct advantage to cut down the 
monetary demand for gold instead of keeping up a very un- 
economical production by raising the price of the metal. 

Under a growing scarcity of gold it would perhaps ultimately 
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seem impossible for the central banks to reduce further their pold 
holdings. They would then probably find it expedient, in order 
to avoid a fall in the general price-level, to raise their price of 
gold. This would mean the victory of the Fisher system. But, 
as I have already explained, there is no reason to believe that 
such a system could be anything more than a transitional stage 
to a definite abandonment of gold as a monetary standard. 

It is often believed that we might check the present inflation 
by simply reverting to work and bringing up the world’s pro- 
duction to its old level. Some people even go so far as to expect 
a complete restoration of the old purchasing power of money by 
keeping the present supply of means of payment unaltered while 
an increasing production grows up to a level with it. But this 
would be rather a slow process. With a normal rate of progress 
of, say, 3 per cent, a year, it would take thirty-one years to over- 
come an inflation of 250 and nearly thirty-eight years to fill up 
the abundance of money in a country where the inflation has 
reached 300. To put an artificial restraint on the world’s supply 
of means of payment during such a period is clearly quite out 
of the question. Besides, the continued fall in the general level 
of prices which would be the result would, of course, hamper all 
enterprise and cause a severe economic depression. Under such 
circumstances it would be vain to expect that normal progress 
of the world’s production on which the whole plan rests. We 
must, therefore, without doubt, in the main take the present level 
of prices in the actual gold standards, e.gf., in the United States, 
as given, and adjust our monetary demand for gold so as to keep 
up this level of prices. 

Gustav Cassel 

Djursholm, Sweden, January, 1920. 


I must use this opportunity for an answer to some remarks 
by Miss Van Dorp in the last number of this Journal. She 
attacks me for holding the poi^ular view that an export-surplus 
must cause the money of a country to rise in value in foreign 
places above its purchasing-power parity. But I have never said 
that and never thought that. On the contrary, I have directed, 
(luring all the years of war, a considerable part of my scientific 
work to efforts to destroy the popular fallacy that the movements 
of the exchanges could be explained by the balance of trade. 
The exchanges are, according to my theory, determined essen- 
tially by the purchasing-power parity between the monetary 
standards compared. A deviation from this purchasing-power 
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parity is possible on two main grounds : (i) The prices of the 
goods exported from a country may not truly reflect the general 
price-level of that country. If they, e.g., have risen more than 
this level, the money of that country will probably be valued 
abroad somewhat lower than would correspond to its purchasing- 
power parity. Thus the exceedingly high price of export coal in 
England probably is the main cause of the undervaluation of 
sterling in Sweden which existed during 1919. Miss Van Dorp 
touches this point on p. 501, but does not further develop it. 
(ii) Every one-sided interference between the trade of two coun- 
tries, e.g., prohibitions of exports or of imports, custom duties, 
etc., must cause the rate of exchange to deviate from its pur- 
chasing-power parity. Miss Van Dorp does not seem to have 
understood this most important cause for a deviation of an ex- 
change from its purchasing-powder parity. At any rate, her 
quotation on this point of my article in No. 112 of this Journal 
is quite misleading. Her objections against my views on the 
connection between inflation and the increase of paper money 
(p. 501) are, to say the least, unnecessary. Of course, I have 
never denied that a reduction of the “consumption stock” to 
the half would have the same influence on inflation as a doubling 
of the stock of money. But I have emphasised, during the war, 
the overwhelming influence of the abundant supply of money, 
and that for the simple reason that wliere the stock of goods has 
perhaps been diminished by 20 or 30 per cent., the stock of 
money has usually been augmented by 200 or 300 per cent. And 
I still venture to think that it is very important to clear up 
popular opinion on this point. — G. C. 



CLASSICAL PRINCIPLES AND MODERN VIEWS OP 
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Says the Peace Treaty : “In fact and in right the labour of 
a human being should not be treated as merchandise or as an 
article of commerce.” Says Ricardo: “Labour, like all things 
that are produced and sold, and which may be increased or 
diminished in quantity, has its natural and market price.” Which 
of these two rival principles is going to hold the field? Before 
the war we accepted in the main the view that labour was a 
commodity, fundamentally akin to merchandise and articles of 
commerce, that it was bought and sold, and that the payment 
made for it, like the payment for other commodities, tended in 
the long run to be equal to its value. ^ Now we have the Peace 
Treaty denouncing this treatment of labour as an offence against 
both “fact” and “right.” Unless we are prepared to dismiss the 
Labour Charter of the Treaty off-hand as nothing but sound, 
designed to allay fury, it behoves us to inquire how far the facts 
already justify this novel view of labour ; what will be the 
ultimate results of carrying the new policy into effect ; what are 
the conditions essential to its success, and whether these can be 
permanently maintained. The life of the Treaty has not yet 
passed the space of the short period. Who knows whether in the 
long run the Ricardian principle will not find means to revenge 
itself? 

The period of the war has seen certain clearly-marked develop- 
ments in the remuneration of labour. It has seen, first, a very 
great rise in money wages ; second, a new departure in the prac- 
tice of adding a bonus, war-wage, or cost of living advance to 
the basic rates of wages; and, third, the perfection of this policy 
in the regulation of wages by a sliding-scale governed by an index 
of the cost of living. This last development has lately acquired 
special prominence in the popular view by its introduction into 
the settlement which is to govern the future wages of railwaymen. 
Each of these influences which have affected the payment for 
labour in the last six years has an important bearing on the 

^ The term “ value is used throughout in its purely economic sense ; 
without a savour of ethics. 
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question how far the reward of labour has become divorced from 
its value — in precise terms the value of its net product at the 
margin. The method of automatic regulation of wages by the 
movements of the cost of living probably has most significance in 
this connection, but the rise in wage levels and the prevalence of 
the bonus idea cannot be ignored. Let us deal with these lesser 
matters first. 

In order to ascertain whether the general trend of wages 
during the w^ar and after has been such as to be gratifying to 
the doctrinaire theorist or the reverse, we need to know two 
things. What movements in real w’ages do the observed move- 
ments in money wages tx)rtray? And what are the changes in 
the value of labour which the general disturbance of economic 
conditions w'ould lead us to anticipate? If the answers to these 
two questions bear any similarity, then the time-honoured con- 
cei)tion of labour as a commodity is still justified. Those who 
wish to denounce it must give up the plea of fact and content 
themselves with that of right. Unfortunately, to ascertain what 
has actually hapj>ened to real wMges during the w^ar, still more 
what have been the movements of demand and supply, w’ould 
require an immense amount of detailed research into tacts, of 
which those that arc accessible are frecpiently presented in an 
incornpleto and misleading form, w^hilst others can scarcely be 
said to be accessible at all. However, there seems to be a general 
agreement on rough outlines; if this is a consensus of error, time 
and riper study will doubtless dissipate the product of human 
fallibility. In the Labour Gazette of May, 1919, a sketchy 
attempt was made to summarise the changes in wages which had 
occurred during the w’ar. The final conclusion reached is that 
“rates of wag(\s, for manual workers generally, have been more 
than doubled during the war”; and there is “little doubt” that 
the general average increase on pre-war rates lies between 100 
and 120 per cent. As between trade and trade it is found that the 
trades which led the way in the grant of successive increases were 
the munition and transport trades, together with certain other 
industries (c.f/., coal-mining) in which “the sup])Iy of labour has 
been much below the demand.” In the building trades a general 
average increase (weighted in proi)ortion to the numbers of men 
employed in diflerent occupations) of nearly 110 per cent., reduced 
perhaps to about 100 per cent, by shortening of hours, is recorded. 
For “all classes of wwkers in coal-mines” the figure given is 
from 110 to 120 per cent, (apparently including the Sankey w'age). 
Iron and steel millmen in the principal districts “have mostly had 



48 


THE ECONOMIC JOURNAL 


[march 


increases of 113 to 117 J per cent.,” “corresponding amounts” 
being awarded to iron puddlers in the same districts. “Steel 
smelters, pitmen, etc., generally have received advances ranging, 
for the higher-paid men, from 60 per cent, to 77 per cent.” “In 
the case of the lower-paid men, the increase has varied according 
to the pre-war rates, being over 150 per cent, for labourers rated 
at, say, 225. 6d. per week before the war.” In the South Wales 
tinplate trade the graduated war bonuses have been given in 
inverse proportion to basic rates, the figures ranging from 50 per 
cent, for workers earning over 1305. a week up to 115 per cent, 
for those earning from 205. Id. to 305. a week. To turn to tex- 
tiles, in the cotton trade the advance on pre-war rates is given as 
105 per cent., apart from “special increases ” for particular classes 
of workpeople, including the important class of spinners. In the 
woollen and worsted industry in Yorkshire, “the recognised per- 
centage increases vary considerably in different sections.” For 
different classes, figures of 107 per cent, (subject to a maximum 
of 325. Id. a week) ; 85| per cent, (male piece-workers) ; 91 per 
cent, (female piece-workers) ; 64 J per cent. ; lOGJ to 125 J per 
cent, are recorded. In the boot and shoe industry unskilled men 
had received advances of from 87 to 93 i>er cent. These are 
exclusive of advances made to neutralise the loss of earnings duo 
to reductions of hours. 

At the time that this survey was published the cost of living 
figure stood at 105 per cent, over the level of July, 1914, having 
fallen from 110 per cent, in the previous month. In many in- 
stances, therefore, real wages appear to have been maintained, 
and in some cases advanced; for other classes of workers this 
was not so. Looking at wage-rates as a whole, the Ministry of 
Labour was apparently prepared to argue that they had been so 
adjusted as to allow of a substantial maintenance of real wages. 
This contention is corroborated by other sources, c.(/., the War 
Cabinet Committee on Women in Industry, where numerous 
figures for the percentage increase in women’s wages in different 
occupations are worked out. The largest proportionate rise is a 
threefold increase recorded in the metal and munition trades. 

Later events have the same talc to tell. The Wages (Tem- 
porary llegulation) Act would in any case prevent a reaction in 
the downward direction; although, as will be seen below, it is 
possible that all the king’s horses arid all the king’s men could 
not set the economic Humpty-Dumpty up again, if he fell off 
the wall on a side they had forgotten to watch. During 1919 
there have been many advances of wages, of which, however, a 
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very considerable number are simply designed to neutralise reduc- 
tions of hours. Net increases were secured in the engineering, 
boiler-making and shipbuilding industries, and spread thence to 
many allied metal trades. The woollen and worsted industry 
ended the year with a total advance on basic rates of 125 per 
cent, for time-workers and corresponding increases for piece- 
workers; in several branches the basis rates were themselves 
raised. In the textile bleaching, dyeing, finishing, etc., branches, 
the war wages reached 120 ixjr cent, over basis rates in Yorkshire, 
with additions also in the other centres of the industry. The boot 
and shoe industry secured national minima for adult men and 
women workers. Printers, operatives in the furniture trades, 
bakers, carters, tramway and omnibus workers, agricultural 
workers, certain permanent Government employees, and the great 
majority of Police Forces, are other important classes to whom 
advances have been made. Whilst these further increases in 
wages have been in progress, the cost of living figure has climbed 
to 125 per cent. Finally, we may observe that the results reached 
by private investigators bear out the general conclusion that the 
real wages of manual workers have not on the whole suffered any 
diminution, and have in im|X)rlant instances advanced. And 
the man in the street, at all events if he is a fixed salary earner, 
is emphatically of a like o]nnion. 

How far do these data ac(X)rd with the tendency for labour to 
sell for its value? It would ap|>ear that on the whole the orthodox 
view may still raise its head. U is true that industry has suffered 
from a shortage of capital in certain of its departments during 
the war. So far as this is the case, it would lead us to anticipate 
a diminished marginal productivity, and therefore a diminished 
value, of labour. But it is easy to exaggerate the shortage of 
capital; and Mr. Hartley Withers has need to accuse “those who 
talk so glibly of the enormous destruction of capital by the war ** 
of "looking at economic questions through a financial telescoi>e.” ^ 
And it is quite certain that a capital famine, if it exists at all, 
is most unequally distributed — or was, so long as the war lasted 
— throughout industry. The munition trades certainly escaped, 
at the cost perhaps of others. In them the productivity of labour 
was most unquestionably very high. And it is noteworthy that 
it is these trades which led the way in the general up\vard move- 
ment, and saw some of the highest rises. Though there was an 
immense influx of labour into all occupations affected by the war 
boom — a cause in itself tending to diminish the marginal pro- 

1 Problems oj War-Time Finale, p. 4. 

No. 117. — VOL. XXX. ^ 
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ductivity, and therefore the rate of payment, of the labour engage<l 
in them — yet this influence was easily overborne by the rising 
tide of demand. There seems no reason to doubt that the services 
rendered to the community by the workers in the great industries 
whose basis is coal and iron have at least maintained their value. 
Outside these industries there has been, and to some extent still 
is, a very considerable shortage of labour. Again we are told that 
where the shortage has been most acutely felt, there the rise was 
most prompt. Again the theorist is justified. 

There is another feature of wage movements which also 
requires to be interpreted — that is, the tendency for wages fre- 
quently to rise proportionately more in the lower-paid than in the 
loftier ranks of labour.^ There are two possible explanations of 
this phenomenon, of which the one bears out the established 
principles of distribution, and the other suggests that a germ of 
something new is struggling to life. Even supix)sing that the 
value of labour in these industries is unchanged, or at all events 
has not risen as fast as the (real) wages paid for it, an explanation 
n\ay be found in that such labour was previously “exploited,” in 
the only scientific use of that term ; that is to say, that it received 
less than the value of its net product at the margin. In other 
words, there may be instances in which the factor labour, having 
been previously excluded from its theoretically allotted share of 
the product of industry, has, thanks to some oiling of tlic wheels, 
been enabled to move into its due heritage. Most probably it is 
in such cases as those of women’s labour and of the less skilled 
occupations that these conditions may be assigned as contributory 
causes of the prevalence of rates of wages higher than would other- 
wise have prevailed. Of course, it is generally acknowledged that 
in occupations requiring only low grades of skill, and in women’s 
industries in general, marginal productivity is itself low owing 
to overcrowding, but that does not preclude the possibility that 
clever industrial strategy may have in the past reduced the rate 
of remuneration below even this level. So far as rising w^ages 
are due to a readjustment of this kind, the principle of classical 
theory finds a better and not a worse realisation in practice. 

In passing we may notice that the possible extent of such 
exploitation is, in the view of one school of thought, very wide 
indeed. Those who base their economic theory ultimately on the 

^ Mr. J. E. Allen adopts as one of his conclusions, in a paper read Ijefore the 
Royal Statistical Society, the view that the rise in tho lower grades of wages 
has more than kept pace with tho depreciation of the currency. See the Economist, 
Dec. 27, 1919. Corroboration may be found in tho figures of the Labour Gazette 
of which some are quoted in tho text. 
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Marxian doctrine of surplus values see in a rise in the remunera- 
tion of labour (even in the face of circumstances tending to 
degrade its value) nothing at all incompatible with the principle 
that the reward of labour ought to be equal to the value 
of its net product ; the fact that this result has not been 
achieved previously is ascribed to the general wrongness of the 
nature of things. In the terminology of the more socialistic^ 
school of economists, however, the use of the term “ought” has 
a subtle ethical connotation which is rather different from the 
logical compulsion intended by the classical school. The latter’s 
contention that the reward of labour ought to be equivalent to its 
net product at the margin is on a par with that of the schoolboy, 
who, when faced with an unusual construction in a passage of 
Cicero, a})plied the standard of his primer, and remarked, “It 
ought to be in the accusative.” Bccondly, the omission of the 
adjective “marginal” from the socialistic formula of distribution 
removes this [X)les asunder from the doctrines of rival schools. Be 
this, however, as it may, there is doubtless a certain field in which 
both schools can hail a rise in wages as marking the transition 
of their principles from the category of becoming to that of being ; 
only the Marxian field will be the wider. 

On the other hand, there is a possibility that the relatively 
more rapid progress of wages in the less-skilled occupations is 
partially due to the growth of a principle which is definitely 
designed to oust the commodity-view of labour. This is closely 
bound up with what was noticed at the outset as the second of 
the great developments affecting wages in the last few years — the 
invention of the bonus. A curious feature of the modern bonus 
is the difficulty that the ])owers that be have experienced in 
deciding whether the bonus should vary directly or inversely with 
basic rates of wages. The latter }X)licy has a fairly wdde vogue 
extending across the globe.* The same result of a proportionately 
more favourable treatment of the lower grades is brought about 
also by the custom of paying a flat rate of bonus or war wage to 
all alike. The raihvaymen’s famous 38^., now risen to 38^., is one 
of the best-known instances. It is possible that the significance 
of this practice lies partly in that it is an attempt to give expres- 
sion to the idea of a minimum standard of life and comfort. No 

^ I am awaro that this adjective is illogical and obsolete. T nse it, however, 
in default of any other, to describe a school of thought which, though possessing 
definite characteristics, has failed to acquire a more appropriate name from the 
iips of either friend or foe. 

■ The bonus paid to Japanese railwaymon, for instance, favours the lower 
relatively to the higher grades. 

E 2 
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one is to receive less payment than will enable him to maintain 
this standard. If the value of his labour happens to be less than 
this minimum — well, the Peace Treaty has rendered obsolete the 
commodity-view of labour. Such, perhaps, is the argument. 
Wherever the policy of paying wages in excess of the value of 
the marginal net product of the labour which “earns” them 
becomes actual, there the Paris Conference plants a flag of victory 
on the economist’s grave. But many ghosts will rise after the 
slaughter of Paris, and the economist is likely to be among them. 

Another minor indication of the way things are going is given 
by isolated instances in which the principle of determining wages 
by family obligations has struggled to put in an appearance. The 
principal examples apixjar to be certain municipal tramways.^ 
Here, again, the intention appears to be to make needs rather 
than values the criterion of payment. 

Much the most important change in methods of industrial 
remuneration has, however, been brought about by the invention 
of the sliding-scale which aims at keeping real wages constant 
by eliminating the influence of fluctuations in the cost of living. 
The most conspicuous example of this principle is seen in the 
recent Eailway Settlement, which provides that, at the close of 
the temporary stabilisation period in September, wages shall go 
up or down at the rate of l6‘. for every five points’ change in the 
cost of living index. A lower limit is set to the scale by the pro- 
vision that in no case shall w^ages fall below a figure which is 
100 per cent, above the average pre-war rate ; thereafter the cost of 
living may do its worst (or best), but money wages will stand firm. 
In the matter of such a scale, however, the railways are by no 
means an instance of splendid isolation ; a similar principle already 
governs wages in many other industries. The textile bleaching, 
dyeing, printing, and finishing, etc., trades were the pioneers. 
Their example has been followed in the woollen and worsted 
industry by the spinning, manufacturing, wool-sorting, wool- 
combing, mohair and alpaca sorting, and warehouse sections of 
the industry in the West Riding, and by the flannel weaving 
trade in the Rochdale district. The worsted and lainbswool 
spinners of Leicester have done likewise. Machine calico printing, 
asbestos manufacture, textile warehousing (Manchester), and 
shuttle-making (Leicester) are other occupations in which like 
methods have been adopted. The details vary in each case, but 
the general principle that wages are tied to the cost of living 
figure is everywhere the same. 

^ An effort to introduce a like principle into private industry ia recounted in 
the Minority Report of the Committee on Women in Industry, p. 263n. 
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How do arrangemonts of this kind affect the question whether 
labour is or is not a commodity? So far as regulation by an index- 
number eliminates the arbitrary influence of currency disturbance 
upon real wages, it is a force which helps rather than hinders the 
realisation of old-fashioned principles of distribution. Before the 
war, faith in the stability of the monetary unit, if it had not a 
religious intensity, was, at least amongst the general public, far 
removed from the cynical agnosticism prevalent to-day. And, 
after all, it is the ideas of the profamm vvlgus, odious though 
these may be to the economic mind, which direct economic forces. 
In consequence of this faith, when the currency did begin to 
indulge in antics, a maladjustment tended to result. Money 
wages would remain obstinately fixed, with the result that the 
real payment to labour ceased to corrcs[x)nd with its value in 
terms of commodities. As a general rule the demand price for 
labour would adjust itself first, since those whose psychology 
determines this price were usually the first to recognise changes 
in the value of money. So long as the supply price in any in- 
dustry remained unadjusted, a certain number of men would be 
thrown out of employment if the value of money had risen, or 
be attracted into the industry in the converse ease. It was thus 
that the principle that the wages of labour must bo equivalent 
to its value would reassert itself. By acting on the numbers 
employed it could ensure that the marginal productivity of those 
who remained in the industry was equivalent to the new real 
value of the constant money wage. Ultimately the supply price 
would adjust itself also, and equilibrium be established (other 
things being equal) with the same numbers employed at the same 
real, but an altered money, wage. The simple use of an index- 
number would avoid this very unsatisfactory process, and w^ould 
be commendable if only because it eliminated the fluctuations in 
employment incidental to the circuitous methods otherwise in- 
volved. As a corollary, it follows that the directive force exer- 
cised by wage-rates would less often be misdirective. When the 
wages in any industry are above or below the natural price of 
the quantity of labour there employed, they tend to attract labour 
into the industry or to extrude it thence, until the equivalence 
of wages to the value of labour is re-established. If, however, 
the temporary disparity is due to unrecognised monetary causes, 
the attraction or expulsion is as arbitrary as its cause. Labour, 
therefore, is directed to the different parts of the economic system 
by sign-posts upon which the money machine has played a prac- 
tical joke. One of the principal merits of treating the labour of 
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a human being as merchandise is that this treatment professes 
to set in motion an automatic flow of labour to different occupa- 
tions in accordance with social needs. The regulation of wages 
by an index-number would remove one of the causes by which 
this profession may be rendered false. 

But not all changes in the cost of living are due to the vagaries 
of the currency. The cost of living has fallen very much in the 
past owing to improvements in the methods of production — in 
other words, to the growing productivity of labour. It used to 
be accepted that fixity of money wages provided a reasonable 
means of distributing fruits of this kind of economic progress. 
And, indeed, this view^ was quite unexceptionable in the econo- 
mist’s eyes. A change in the productivity of labour not merely 
does not oppose, but imperatively demands a change in its 
remuneration. If an index-number is adopted as the regulator 
of wages, the equivalence of wages to the value of labour will 
be disturbed by developments of this kind. Exclusion from such 
prospective benefits appears to have been one of the reasons for 
the reluctance of the raihvaymen to accept the recent settlement. 

Moreover, the sliding-scale, especially when it has a rigid 
bottom, almost imperceptibly induces the idea that its function 
is to ensure that labour will not suffer from rising prices, even 
when its real value is falling, and economic principles clamour 
for a reduction in its remuneration. The sliding-scale provides 
an easy transition to the view that wages ought not, and need 
not, have any relation to what industry will bear. Its adoption 
is to this extent a victory, for the time being, for the Peace 
Treaty’s formula. Moreover, when the index is of the nature 
of that which controls the sliding-scales at present in force, the 
idea that the scale is an engine for keeping your position irrespec- 
tive of the movements of values is especially easily developed. 
An index-number is of necessity a very imperfect index even of 
that which it professes to indicate, as the discrepancies of different 
numbers, and the dubious assumptions on which alone their con- 
struction is possible, suffice to show. But in the measure that 
an index-number attains to its ideal of a representative character, 
it may be expected faithfully to reflect such variations pf the 
general level of prices as have their origin in monetary and not 
industrial causes. As 1 have pointed out, the regulation of wages 
by such an index has, from the point of view of economic theory, 
this much to be said for it, that it would make for the elimination 
of certain of those fluctuations in real wages which upset rather 
than secure the equivalence of wages to the value of labour. It 



1920] OLASSIOAL PRmOIPLBS AND MODERN VIEWS OP LABOUR 65 


would shorten that “ lag ** of wages behind prices which was an 
accepted fact in pre-war treatises on the subject. Even the best 
index-number might, however, tend to the “artificial” main- 
tenance of real wages. A fortiori an index of the cost of living 
would lead in this direction. The index of the cost of living by 
which it is popular to regulate wages at the present time com- 
prises the principal articles of food, clothing, fuel and light, 
house-rent, soap, soda, domestic ironmongery, pottery, tobacco, 
fares and newspapers, “combined in accordance with their r^elative 
importance.” These commodities are chosen not because they 
are representative of the movements of that convenient abstrac- 
tion “general prices,” which is the criterion of selection for an 
index-number proper, but because they arc the most important 
items in the w'orking-class budget. The idea of maintaining a 
minimum standard of consumption of soap, soda, tobacco, etc., 
shines clearly through the construction of this index. In the 
result, wages in any one industry are to be regulated not in such 
a manner as to draw a veil over the disorderly behaviour of the 
currency, but in accordance with an index which, while it is no 
doubt affected by monetary disturbance (who or what is not dis- 
concerted by this ugly duckling of the economic nest?) primarily 
reflects the relative position of certain other particular industries. 
That is to say, w^ages in any one industry are to be graded by 
what certain quite other industries might bear. And inasmuch 
as the prices ruling for the articles comprised in the cost of living 
figure are themselves largely influenced by wages in other indus- 
tries, the circle is completed, and the kitten is well set on running 
after its own tail. 

So, altogether, recent events show that we are making some 
attempts not to treat labour as merchandise or as an article of 
commerce, and to pay it in accordance with our preconceived 
notions and not with its value. It is no doubt possible to pay a 
man for being a man, to pay a woman for being a woman, and 
even to pay a child for being the offspring of its parents and 
a potential adult. (This last, if it is to be an integral part of a 
novel method of distribution, will make Malthus turn in his grave 
and set the neo-Malthusians shivering.) Subject to the ele- 
mentary limitation that it is not possible at any given moment to 
distrib\ite more than the total product then in existence, it is in 
certain conditions quite possible (at least on paper) to distribute 
wealth on any principle we please. What, how^ever, is wholly 
impossible, either on paper or off it, is to do this by a mere 
regulation of wages. It has already been observed that when the 
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payment for labour in terms of goods became, divorced before the 
war from the value of its product, an adjustment was ultimately 
effected through the numbers employed. This principle is as 
good now as it was then ; and it is as applicable to cases in which 
the value of labour and its payment have been deliberately parted, 
as to cases where the separation has come about unawares owing 
to external causes, of which those connected with money are the 
most obvious. I have already hinted that the economist will rise 
from his grave, in spite of the Peace Treaty’s triumph ; that the 
economic Humpty-Dumpty will not stay on the wall, in spite of 
the machinations of the sliding-scale. It is through reactions on 
the numbers employed that these events will be realised. Here, 
then, is the answer to the third of the main questions which were 
propounded at the outset. The treatment of labour otherwise 
than as merchandise or an article of commerce involves in the 
long run regulation of the numbers of persons employed, as well 
as of the rates which are to be paid to them. For as soon as 
the standard required by human beings whose labour is not 
merchandise rises above the value of that labour, a force is set 
in motion tending to drive them out of their employment, until 
the increase in the value of that labour which remains restores 
the equilibrium. Nothing but friction will keep them enjjdoyed 
at all, and even in the gritty wheels of modern industry friction 
impedes, but does not for ever prevent. 

In this connection we may recur to the fact that attempts to 
get away from the treatment of labour as a commodity have not 
yet passed the duration of the short period. And the short period 
has been a j)eriod of boom. What will happen when the long 
run brings its turns of slack trade? How will it be possible to 
prevent unemployment if and when the value of labour falls 
and its remuneration is tied fast? The difficulties will no doubt 
be postponed longest in the case of such wnrkers as the railway- 
men. The railway industry is one in wdiich employment is 
exceptionally constant ; it is an industry whence it is particularly 
difficult to expel labour even when there are strong forces working 
to that end. Still, it is not impossible to reduce employment even 
on the railways ; it is certainly possible to refrain from increasing 
it to the extent that it would otherwise have been increased. In 
the event of a fall in the value of the work performed by railway- 
men, the recent settlement must entail unemployment, or less 
employment than would otherwise have been available. The 
same consequence will result (and more quickly in industries 
where the volume of employment is less rigidly defined) wherever 
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real wages are tied fast and the value of labour is falling. The 
only way by which the treatment of labour as a commodity can 
actually be escaped is by regulation both of wages and of numbers 
employed. 

But, of course, when we have reached this point, we have 
virtually renounced an individualistic system of industry alto- 
gether. And, after all, is not that the logical consequence of the 
high-sounding formula which is embodied in the Peace? It has 
been very truly remarked that the establishment of a national 
minimum wage is the nucleus of a Ministry of Distribution. 
(Perhaps that is why the Government has apparently shirked the 
grievous burden and accepted the principle of a minimum wage 
varying from trade to trade, and so presumably having some 
reference to the old-fashioned principle of what industry will bear, 
in the Minimum Wage Bill). It might indeed be ]:x)Bsible in 
theory to regulate both wages and numbers employed by some 
kin<l of super-sliding scale. If this should result in paying labour 
more than its value, the wherewithal might conceivably be ob- 
tained by exploiting the other factors of production. If we hold 
that payments to capital are largely of the nature of a surplus, and 
that the supply of capital is controlled by circumstances indepen- 
dent of its remuneration, we may sec a fair field for paying labour 
more than its value by sweating capital. But we are here on very 
uncertain ground ; and it would seem that in practice the difficulty 
of keeping real wages up and keeping employment up also in the 
face of a falling value of labour would be insuperable. 

The only practicable way to introduce a novel principle of 
distribution would in fact be to surrender the quasi-automatic 
system of industry which is the fundamental hypothesis of the 
commodity theory of labour. A deliberate and a conscious 
organisation of industrial forces for the satisfaction of our needs 
is quite conceivable. If production were arranged in accordance 
with statutory orders, if the factors of production were disposed 
by the edicts of the community instead of by the automatic 
directions of comparative values, then, and then only, would it 
be possible to treat labour otherwise than as a commodity. The 
classical principle would then be superseded not because it is 
false, but because its premises had themselves been superseded. 
Within its own sphere it would still be as inexorable as eyer ; but 
the fact that industrial phenomena had moved into a new sphere 
would render its workings no longer of practical interest. It may 
well be questioned whether the authors of the phrase which 
heads the Labour Charter of the Peace Treaty have adequately 
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realised what a radical reconstruction of industry their dictum 
implies. 

Herein, perhaps, lies much of the significance of the modern 
nationalisation movement. Such industries as were nationalised 
before the war had been removed from private hands for a variety 
of technical and general causes. It is true that the anticipation 
of better pay and better conditions caused the workers to use their 
influence in favour of nationalisation on more than one occasion, 
and to press, often successfully, for these advantages after the 
transition to State management had been effected. But I do not 
know of any important instance of which it could be said that 
the desire to modify the distribution of the product of industry 
had been the main effective cause of nationalisation. It was an 
incident, not a cause. The socialisation movement of to-day is 
dressed in different colours. Amongst its primary motives is a 
redistribution of wealth and the destruction of the commodity- 
view of labour. The State, of all people, finds it hardest to dis- 
charge its employees ; in this respect all State industries are like 
the railway industry (whether or not this is nationalised), “only 
more so.’* Indeed, continuity of employment and better pay 
march hand in hand through the manifestoes of the nationalisers. 
Moreover, it is only by wholesale nationalisation that it is possible 
to abolish the rule of the classical principle of distribution, by 
the abolition of its premises in the manner above described. 

In this connection we may glance at two actual examples of 
recent socialisation. Insignificant in themselves, they are illus- 
trative of the possibilities which nationalisation alone affords of 
fancy distribution. Under an Act of March, 1919, draft regula- 
tions for the socialisation of the Austrian coal and electrical 
industries have been promulgated, which comprise the following 
principles of distribution for the former industry. The net profits 
from the production of coal are to be allocated on the basis of 
10 per cent, to reserve fund; 10 per cent, for extensions and 
explorations ; 20 per cent, to the salaried staff and the workers ; 
60 per cent, to the State and the Provinces. In the marketing 
branch of the industry (to be handled by a separate body) the 
division is to be 20 per cent, to general reserve ; 13J per cent, 
to the Works Council for the benefit of the staff and workpeople ; 
66|| per cent, to the State, which may use it as a special reserve 
fund. Secondly, a similar law for the socialisation of the boot 
and shoe industry provides for a socialised undertaking managed 
jointly by the State, the Co-operative Wholesale Society repre- 
senting urban consumers, and the Wholesale Purchase Society of 
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the Agricultural Trading Association, representing rural con- 
sumers, Net profits are to be divided as follows : one-quarter to 
manual and salaried workers, one-quarter to the State, and one- 
quarter to each of the two Co-operative Associations. The under- 
taking does not, indeed, cover anything like the whole industry, 
but the extension of socialisation is contemplated. 

.These illustrations are not over-startling ; 20 per cent., 13J per 
cent. , or even 25 per cent, of net profits is not an overwhelming 
addition to the payment of labour. And so long as we are left 
in the dark as to the first charges to be deducted before striking 
net profits, the figures are not in themselves of much value. 
Moreover, if the capital required for these undertakings is obtained 
by loans subscribed by individuals, if the workers are recruited 
in the ordinary way by the relative attractiveness of the job, then 
the State for all its mightiness will still be bound by the old 
shackles of economic text-books. The French Government is 
finding the truth of this. The State railways, we are told, are 
finding difficulty in attracting sufficient workers partly owing to 
the fact that “ so many of the railway employees have transferred 
their labour to better-paid fields.” ^ Per contra the Bruay miners 
are deserting the mines because the Government offers 20 francs 
a day for navvies, and they have latterly earned only 15 to 17 
francs in the mines.* Still, this arbitrary distribution of profits in 
these socialised undertakings in Austria does at least contain the 
germ of more radical redistributions. The germ may die inactive, 
but that does not affect the fact of its presence. These and like 
illustrations of the modem nationalisation movement (doubtless 
more startling examples could be quoted from the first flush of 
Russian nationalisation) suggest that when the State has taken 
upon itself the tasks of accumulating and distributing capital, and 
has the powxr to direct the flow of labour by deliberate regulation, 
it will be able to do what it likes with the entire product of 
industry, as it already does with net profits. It need no longer 
give offence bv treating labour as merchandise. But it is only 
when socialisation has become a system that this will be possible. 

In conclusion, it may I)e suggested that the attempted revolt 
against paying labour in accordance with its value is part of a 
wider attack on Elie whole economic concept of value. The move- 
ment is facilitated by the currency confusion and the obscuration 
of the forces ordinarily determining values, of which one con- 
sequence is the hopeless ignorance of the public mind as to what 
is a “proper price” for any class of goods. Efforts at State 


^ Economist, 3 Jan., 1920. 


* Ibid,, 10 Jan., 1920. 
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regulation of prices seem to be a kind of compromise with the 
influences which seek to undermine the practical truth of the 
theory of value. But, whatever the attitude of State and public, 
it remain^ true that those who elaborate schemes for the radical 
reconstruction of society embody in them new methods of price- 
fixation. To quote only one instance, Mr. Cole has lately 
observed ^ that in the Guild Socialist State “ the community will 
fix prices.” So be it. The community will doubtless hav^ ideas 
of its own ; but the value-concept as understood by economists is 
perhaps more fundamental than the man in the street is wont 
to think, supposing he ever gives his mind to matters so abstruse. 
Is there any guarantee that the old principles of desirability and 
scarcity will revenge themselves any less upon the effort to fix 
prices on the lines of a new conception of value, than do the 
words of Ricardo upon the fiat of the Peace Treaty? 

Barbara Wootton 

^ At a public meeting in the autumn of 1919. 



THE PUBLIC FINANCES OF IRELAND ^ 

It is the aim of this paper to notice as simply as possible the 
changes produced by the war conditions in the revenue and ex- 
penditure of Ireland : as these are exhibited in the annual returns 
popularly known as the ‘‘Treasury White Paper.** There are 
always, of course, two White Papers; but one of them is a pre- 
liminary computation which leads up to the other. The principal 
White Paper is that entitled “Revenue and Expenditure (Eng- 
land, Scotland, and Ireland),’* of which the latest issue is for the 
financial year ended March 31st, 1919. (H.C. No. 1G3 of 1919, 
price 2d,) The other carries the clumsy title, “Imperial Revenue 
(Collection and Expenditure) (Great Britain and Ireland) ** ; it 
is mainly a computation by which the Revenues as actually 
“collected** in Great Britain and Ireland are adjusted so as to 
estimate the “true** Revenues really paid by the inhabitants of, 
those two islands ; but it also prints a retrospect of the figures for 
both Revenue and Expenditure over past years back as far as 
1819. (Latest issue is H.C. No. 162 of 1919, price 3d.) 

I . — The White Paper on Fimncial Relations. 

Whenever we use these White Papers we should pause to 
remind ourselves of the origin, the artificial character, and the 
quite unconstitutional validity of these seductive official docu- 
ments. The financial relations of England, Scotland and Ireland 
are so complicated that everyone welcomes the simplified statis- 
tical statement which these documents present with all the 
authority of the Treasury, This simplification has been achieved, 
however, by^ making numerous artificial assumptions to which a 
casual reader may remain wholly inattentive. 

Many of these assumptions, on the Revenue side of the 
account, are innocent enough : being merely a process, based on 
sound statistical principles, for estimating the true figures of 
“revenue contributed ’’ wherever the actual figures of the 
“revenue collected’* are obviously insufficient until further 
adjusted. Formerly, there was a good deal of suspicion in 

* Road boforo the Statistical and Social Inquiry Society of Ireland, 

January 23rd, 1920. 
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Ireland about the cryptic methods used by the Treasury staff in 
making out their estimates of the “true” revenue really paid 
by each country. But the investigation into the matter, made 
publicly and thoroughly in 1911, by the Committee on Irish 
Finance (known as the Primrose Committee) has now satisfied 
everybody that the adjustment of the Revenue figures in the 
Treasury White Paper is properly done : so there the estimated 
figures must be accepted as being as close to the realities as the 
available statistical material can enable us to get. In other 
words, the reports of that Primrose Committee (Cd. 6163 of 1912, 
price ; and Cd. 6799 of 1913, price 2.9.) arc the explanatory 
primer which must be read by anyone who seeks to understand 
the Treasury White Paper. It may, however, be remarked that 
fresh doubts have lately arisen as regards Revenue since the war : 
owing to the large commercial operations of Government Depart- 
ments in the purchase and sale of foodstuffs and raw materials, 
with the object of controlling prices and distribution. Whether 
the large profits made by these Departments in the course of 
this control have been properly brought into account, and allo- 
cated as revenue derived from particular {wtions of the United 
Jvingdom, is a matter uixm which I can express no opinion ; but 
it would be very advantageous if the public could now be supplied 
with the fullest information about this very indirect form of non- 
tax receipts. In the Miscellaneous Non-Tax Revenues for 1918-19 
there occurs an item called “War Contributions,” amounting to 
dE40,371,000 ; but this is not allocated as between England, Scot- 
land, and Ireland, /.c., it is placed under the category of “Derived 
from other Sources.” How much revenue has Ireland contributed 
in that item? 

When we turn to the Expenditure side of the account — where, 
of course, we have to do with Exchequer Issues, not with the 
final or audited expenditure — we find in the White Paper that 
the whole expenditure of the United Kingdom has been sub- 
divided therein into four distinct expenditures described as 
expenditure for English, Scottish, Irish and Imperial Services 
respectively. In the words of the original White Paper (H.C. 
No. 329 of 1891) : — “All items of expenditure have, as far as 
possible, been divided between the three kingdoms according as 
expenditure is incurred on English, Scottish, and Irish services, 
without there being drawn any inferences as regards the equity 
of the contributions or the advantage derived from the expendi- 
ture.” In the picturesque language of Sir Edward Hamilton, 
an item of expenditure is deemed to be “for the special use of 
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Ireland” if the item would “disappear supposing Ireland were 
sunk beneath the sea.” This is quite a good plan if the only 
consideration he the making out of an account of what the 
governing of Ireland is costing the United Kingdom. But unless 
we bear that one purpose in mind we may be misled, for it leads 
to some curious and unsuspected consequences. I will give three 
examples : (1) The cost of the Lord-Lieutenant is taken as Irish ; 
but the cost of the Crown is not English —it is taken as Imperial. 
(2) We have been always told, down to 1891, that the cost of the 
Eoyal Irish Constabulary was an Tiiiperial Charge ; but the White 
Paper at once classified it as an Irish Charge. (3) We have heard 
that Great Britain had advanced many millions of pounds to carry 
through a scheme of Land Purchase for Ireland ; but the White 
Paper shows that every penny of the cost has been assigned as a 
charge on Ireland. Even when the English Parliament has by 
legislation expressly conferred an absolutely “free gift” ui)on 
certain people in Ireland (e.gf., the £12,000,000 granted under 
Clause 47 of the Wyndham Land Act, 1903, to form a “Land 
Purchase Aid Fund” which was to add 12 per cent, to the price 
the landowner would get above what the tenant could agree to 
pay him), then the Treasury White Pa])er shows that the “free 
gift ” is wholly charged against the recipient, Ireland — it can 
never be charged there against the generous giver, England. 

Now, as I said, this is all right if we are only “making out 
an account,” and that too ''without there being drawn any 
inference ” But are no inferences being drawn? Su])posc, as 
in some recent years, the expenditure on Irish Services happened 
to exceed the estimated “true” revenue contributed by Ireland ; 
then the inference lias been widely drawn that Ireland was 
insolvent. Let us stress the significance of the mere fact that 
this one inference has been drawn and has been accepted every- 
where — even in Ministerial circles. It means that this seductive 
little White Paix?r has now so fastened upon itself the attention 
of everybody that it operates on the public mind just like as if 
it were an Act of Parliament which had repealed the Act of Union 
between Great Britain and Ireland and also the ;\ct of 1816 that 
consolidated the two Exclicqiiers. Tliat may seem a somewhat 
startling statement ; but not to tliosc who understand me. It is 
high time that we recall to mind that the White Paper has 
behind it the authority of no Act of Parliament, that it is nothing 
more than a statistical exercise which a few Treasury officials 
have worked out on a plan of their own devising by way of 
“making out an account.” 
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II. — Financial Rights of Ireland under the Union, 

For the sake of a truer perspective, I want to interrupt myself 
just here while I briefly relate the constitutional privileges 
in matters of finance which are guaranteed to Ireland under 
the Act of Union. They are defined in Article VII. of the 
Union. 

The fundamental arrangement therein accepted by England 
is that (after certain circumstances have arrived, as specified) 
“it shall be competent to the Parliament of the United Kingdom 
to declare ” that a new system of indiscriminate finance shall 
thenceforward obtain. This new system is described as one of 
“contributing indiscriminately, by equal taxes imposed on the 
same articles in each, to the future expenditure of the United 
Kingdom.” Then follow the words — “That, from the period of 
such declaration, it shall no longer be necessary to regulate the 
contribution of the two countries towards the future expenditure 
of the United Kingdom, according to any specific proportion, or 
according to any of the rules hereinbefore prescribed.” Further- 
more, it is expressly stated, as a protection for Ireland, that this 
system of indiscriminate taxation, when it is in operation, shall 
be subject to two limitations, namely: — (1) “Such particular 
exemptions or abatements in Ireland, and in that part of Great 
Britain called Scotland, as circumstances may appear from time 
to time to demand ” ; (2) “In regulating the taxes in each country, 
no article in Ireland shall be made liable to any new or additional 
duty, by which the whole amount of duty payable thereon would 
exceed the amount which will be thereafter payable in England 
on the like article.” (English Statutes, 39 & 40, Geo. III. c. 67.) 
In short, the tax in Ireland may equal, but must never exceed, 
the like tax in England. 

Now, some four Committees of Parliament from 1811 to 1816 
had reported that the specified circumstances had arrived which 
made it competent for Parliament to declare for indiscriminate 
finance. Then by a statute of 1816 Parliament “declared” and 
set up this indiscriminate finance : the same statute also amal- 
gamated the two Exchequers as from January 5th, 1817 (56 Geo. 
111., c. 98). Pursuant to that Act all revenues in Great Britain 
and Ireland now constitute one general fund, called the Con- 
solidated Fund of the United Kingdom ; and that fund has to be 
charged with and indiscriminately applied to (1) the respective 
services of the British and Irish debts ; (2) the Civil List ; (3) all 
other services previously charged on the separate Consolidated 
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Funds of the two Kingdoms; and (4) supply services of the 
United Kingdom. 

This word “indiscriminate,” of course, rules out any dis- 
crimination on geographical lines. Let us thoroughly understand 
that it applies alike to Eevcnue and Expenditure. In words once 
used by Lord MacDonnell : “The contracit wliich England lias 
made with Ireland is not unilateral, but bilateral. Under the Act 
(of 1816) indiscriminate taxation goes hand in hand with indis- 
criminate expenditure in both countries. If England imposes 
indiscriminate taxation on Ireland, as she does, Ireland has the 
right to claim indiscriminate expenditure. The proceeds of Irish 
and British taxation flow into one Consolidated Fund, and the 
claims on that fund of each part of the United Kingdom are not 
limited by that part’s contribution to it, or by geographical con- 
siderations : they are limited only by that part’s necessities, and 
by the capacity of the fund to satisfy them, consistently with 
meeting the necessities of the other parts.” (Address to the 
Institute of Bankers in Ireland, November IlOth, 1911 ; Journal of 
said Institute, dated January, 1912.) 

One further ^xiint may be noted before I resume. There was 
nothing in the Act of Union about any future amalgamation of 
the two Exchequers. On the contrary, it laid down that even 
when indiscriminate finance came into operation and the con- 
tribution to joint expenses in any fixed pro[X)rtions was ended, 
yet the “separate debts” of the two countries were still to be 
provided for by separate Budgets. Now, the Act of 1816 went 
further, for it united the separate debts, in order to have in the 
future but one Budget for the United Kingdom. This taking 
over of Ireland’s separate debt by England is what Mr. Spencer 
Walpole’s History of Kfujland (Vol. 1., p. 415) has called “the 
greatest boon ever conferred by one peo|)le on another.” Ijet 
us understaiwl what occurred. The cash value, at the current 
prices of 1816, of the entire separate debt of Ireland was worked 
out for the Select Committee on the Taxation of Ireland in 1864, 
and it was found to be :t86,992,931. (See II.C. No. 513 of 1864, 
Appendix 14, p. 410.) That included funded and unfunded 
liabilities, viz. : — (1) Permanent Debt Stock of i?ll 3,680,158 
nominal, valued at .£78,825,724 ; (2) Terminable Annuities, valued 
at £2,862,692: (3) Exchequer Bills, valued at £5,304,615: 
making the total of .£86,992,931. Ireland was “relieved” of the 
burden of this separate debt : she was then made to pay it three 
times over. The inexorable White Paper has shown how it was 
done. It sets out the true revenue contributed by Ireland and the 
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separated expenditure upon Irish Services for each tenth year 
back to tlie year 1819. (See H.C. No. 31B of 1894.) 


Ihish Finance after 1817. 


Single Year. 

True Revenue. 

Irish Expenditure. 

1819-20 

£6,256.564 

£1,664,880 

1,345,549 

1,789,567 

1829-30 

5,502,125 

1839-40 

6,415,889 

1849-60 

4.861,465 

2,247,687 

1859-60 

7,700,334 

2, .304,3.34 

1869-70 

7,426,332 

2,938,122 


£36,162,709 

£12,190,139 


These tenth years are set out as sample years in the White 
Papers since. (H.C. No. 162 of 1919.) We must multiply by 
ten to. obtain approximately the whole contribution of Ireland 
to the Consolidated Fund of the United Kingdom during those 
fifty years, and the whole expenditure on Irish Services met 
by the same Consolidated Fund during the same period. The 
Consolidated Fund received 360 millions sterling from Ireland and 
spent 120 millions sterling upon Ireland, retaining a profit of 
240 millions sterling. Comment, in the “breezy** style of Lord 
Fisher, might be : “How is that for boon? 1 don't think ! ** 


HI . — Conclusion as to Irish Expenditure, 

My purpose in making this digression must now have become 
evident ; I wanted to show how unconstitutional is the process 
by which, in their Wliite Pai>er, the Treasury had presumed to 
sub-divide the whole expenditure of the United Kingdom into 
four distinct expenditures, described as for l^nglish, Scottish, 
Irish, and Imperial Services respectively. That is not to belittle 
its utility as an analysis of the financial relations at the moment. 
But a knowledge of the constitutional position of Irish finance, 
as that position was set up by the Act of 1816, is necessary to 
avoid misleading inferences being drawn from the White Paper 
as to the solvency or otherwise of Ireland. The relative dimen- 
sions of Ireland’s Revenue and Expenditure, as shown in this 
White Paper, gives us no information whatever as to Ireland’s 
solvency — the plain truth of the present position being that 
Ireland cannot be insolvent so long as the Consolidated Fund of 
the United Kingdom remains solvent. 

To return to the process by which the Treasury has drawn 
up what it describes as “expenditure on Irish Services,** the 
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principle applied was examined carefully by the Primrose Con>“ 
mittee ; and I will quote their deliberate verdict — the italics being 
mine. Their report declared “that the method of classification 
adopted by the Treasury appears to us, for the purpose thait the 
Beturn is intended to serve, to be sound and, indeed, the only 
one appropriate” (p. »S). “All that inclusion of a service in the 
Irish column means is that the service is, as a matter of fact, an 
Irish service. To have sought to convey more than this . . . 
would have been inconsistent with the principle on which an 
account or a statistical statement must be drawn up. In neither 
is it legitimate to arrange figures so as to show not merely facts, 
but also the deductions that the framer may desire to see drawn 
from the facts. The presentation of facts and the drawing of 
deductions from them are separate processes which should be 
kept distinct or error and coyifusion are certain to result. Prom 
the jx)int of view of the present inquiry” — (i.e., Primrose Com- 
mittee) — “it seems to us that the purpose of classifying expendi- 
ture as local or Imperial must be regarded simply as a means of 
supplying the material for determining what charges must be 
provided for in Imperial and Irish votes respectively, in the event 
of the grant of local autonomy for Ireland” (p. 8, Cd. 6153 
of 1912). 

We come, then, to the conclusion that, “/or the purpose that 
the Return was intended to serve,'* the Treasury White Paper 
is right enougli ; its purpose is merely to assist the Government 
in drafting a workable measure of Home Rule. In the year 1890 
Mr. Goschen ap[X)inted a Committee on financial relations, with 
a vie\v to an equitable balance being found for grants in aid** 
to the three parts of the United Kingdom. That Committee held 
just one meeting, at which the Treasury was asked to prepare a 
summary statement for its future consideration. Then a General 
Election intervened, and that Goschen Committee never met 
again. When the statement of the Treasury was ready there was 
no Committee in existence to receive it. So the statement w’as 
simply laid before the House of Commons, and w^as printed as 
No. 329 of 1891. Such was the almost accidental origin of this 
famous White Paper : first drafted by Sir Reginald Welby, after- 
wards Lord Welby. For the Home Rule debates of 1893 the 
White Paper was reprinted, in an improved form, as No. 93 of 
1893 ; after which date it became an annual return. The other 
White Paper (computing the “true” revenue) first appeared as 
No. 313 of 1894 ; and ft also became an annual return. Now that 
this White Paper has reached its twenty-eighth annual issue, 
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many people have forgotten its original limited purpose ; and it 
has become invested with all the sanctity and authority of an 
accepted constitutional instrument which had itself settled and 
defined the financial relations of these three Kingdoms. But, of 
course, the Treasury never made any such claim for it. The 
White Paper is not a constitutional instrument at all, and has 
never settled or defined anything ; it is an approximate statement 
of the facts at the moment, based on numerous artificial estimates 
and assumptions because these provide the only means by which 
the real facts can be even guessed at. 


IV . — The Irish Surplus, 

An Irish surplus means notliing in finance except the arith- 
metical fact that the true revenue obtained from Ireland has 
happened to exceed the expenditure on Irish services. It is 
sometimes called Ireland’s “contribution” towards Imperial 
l^xpenditure, because it is disposable by the Exchequer. But 
Ireland is, at present, under no constitutional obligation to pay 
any such “contribution”; and it is the merest accident whether 
Irish revenue and Irish expenditure balance or not. “ Since 1917 
the Exchequer of the United Kingdom has taken whatever 
revenue Ireland has yielded, and in return has accepted respon- 
sibility both for the capital liabilities and for the administrative 
expenses of Ireland; and. in consequence, Ireland’s contribution 
to Imperial expenditure has been represented by the amount by 
which her true revenue has exceeded her own local expenditure.” 
(Primrose Report, Cd. G153 of 19P2.) As for “capital liabilities,” 
1 have shown that Ireland has discharged them in full by the 
huge surpluses previous to 1870. Since that year, 1870, Irish 
expenditure has been catching up ui^on Irish revenue, and finally 
passed it when the cost of Old Age Pensions began in 1909. 
Then for five years running there was a deficit, and the British 
Exchequer had to “contribute” to Ireland. In this period the 
two years, 1909-11, must be added together and the totals halved 
to get the mean of the two years ; because the rejection by the 
PTouse of Lords of Mr. Ijloyd George’s first Budget delayed the? 
collection of revenue for the year 1909-10. The recent war taxa- 
tion has so greatly increased Irish revenues that the period of 
deficits ended after 1914-15, and we have now had four years 
with huge Irish surpluses. This transformation is visible in the 
following figures ^rom the White Papers) — viz. 
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Irish Revenue and Expenditure. 


Year 

True Revenue. 

Local Expenditure. 

Balance. 


£ 

£ 

£ 

1907-8 

9,621,000 

7.810,000 

4* 1.811,000 

1908-9 

9,250,500 

8,667,500 

{- 583,000 

1909-11 

9,931,000 

11,029,000 

- 1,098,000 

{mean) 

1911-12 

10,688,000 

11,533,500 

- 845,500 

1912-13 

10,731,500 

12,137,000 

- 1,405,500 

1913-14 

11,134,500 

12,357,000 

- 1,222,500 

1914-16 

12,389,500 

12,656,000 

- 266,500 

1916-16 

17,929,000 

12,597,000 

-f 5,332,000 

1916-17 

23,766,500 

12,686,000 

4-11,080,500 

1917-18 

26,866,000 

13,002,000 

4-13,863,000 

1918-19 

37,276,000 

22,161,600 

-1-15,113,600 


Caution is needed when making comparisonR between the later 
years in this table. In the last two years Irish expenditure did 
not jump from £13,002,000 to £22,101,500 as the table shows. 
Everybody knows that the war was financed out of lump sums 
called “Votes of Credit.” But, besides paying for tlie operations 
of w^arfarc, these Votes of (h^edit have also been paying for 
certain forms of Civil Government ex|>enses which were incidental 
to war conditions, such as IFar Bonus to aid the salaries of Civil 
Servants, increased scale of Old Age Pensions, Ont-of-Work 
Donatiom, and the Bread Subsidy, to keep the price of the loaf 
from soaring. Evidently this part of the expenditure from Votes 
of Credit was shared by England, Scotland and Ireland in 
amounts that could be separated and allocated as local expendi- 
tures. This was not done in the White Paper until last year; 
but in 1918-19 the Exchequer Issues from Votes of Credit, 
totalling at 2,198 million fx)unds, have been allocated, viz. : — 
2,115 millions to General Services; then £65,312,500 to English, 
£8,310,000 to Scottish, and £8,621,500 to Irish Services, respec- 
tively. It is this further item of £8,621,500 which has lifted 
Irish expenditure last year up to the high figure, £22,161,500. 
Deduct it, and the balance £13,537,000 is the figure which com- 
pares correctly with the £M3, 002,000 assigned to Irish Expendi- 
ture in the previous year, 1917-18. in fact, it is evident that 
the £13,002,000 for irish expenditure in 1917-18 is exclusive, 
whereas the £22,161,500 in 1918-19 is inclusive, of Ireland’s share 
of benefit from this “Votes of Credit” outlay. This kind of 
discrepancy has often appeared before in the White Papers, and 
renders difficult any comjiarisons betw^ecn different years. 
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V . — Transformation of Irish Revenue. 

It is on the Revenue side that the war has produced the largest 
changes in Irish finance, and these changes are of great interest. 
There lias been not merely a large increase, but also a change of 
character. Before the war the revenue “collected” in Ireland 
had always been larger than the true revenue paid by Ireland 
ever since the ecpialisation of the Spirit ’l.)nties in the ’fifties by 
Gladstone, followed by Disraeli — i.e., the correction applied to 
the “collected ” figures has always been a minus. But war taxes 
on the consumers of imported goods (like tea, sugar and tobacco) 
and the lowering of the exemiition limit for income tax have, 
between them, quite transformed the Irish Revenue Account. 
Let me contrast a pre-war year, 1913-14, with the post-war year, 
1918-19 — viz. ; — 


Irish Revenue. 


1913 

-14. 


1918 

-19. 

Collected. 

True. 


Collected. 1 

True. 

£ 

£ 


£ 

£ 

3,006,000 

3,326,000 

Ciistome 

6,081,000 

9,744,000 

6,842,000 

3,359,000 

Excise 

7,838,000 

4,826,000 

1,079,000 

1,079,000 

Estate Duties 

1,238,000 

1,238,000 

336,000 

371,000 

Stamps 

580,000 

619,000 

1,162,000 

1,480,000 

Income Tax ... 

6,926,000 

8,808,000 

— 

— 

Excess Profits 
Duties. 

7,484,000 

10,040,000 

12,000 

12,000 

Land Values 
Duties. j 

4,000 

4,000 

11,437,000 

9,627,000 

Tax Hovoiiijo... 

29,1.51,000 

35,278,000 

1,507,500 

1,507,500 

1 

Non-Tax do. ... 

1 

j 1,997,000 

1,997,000 

12,944,500 

11,134,500 

Total Rovonuo 

31,148,000 

37,275,000 


Looking to the totals at foot of this table we see that in 
1913-lf the “collected” revenue had to be reduced by .£1,810,000 
in order to get the true revenue really paid by Ireland; but in 
1918-19 the “collected ” revenue had to be increased by £6,127,000 
in order to get the true revenue. That is a striking transforma- 
tion. Everybody knows that the Customs and Excise duties, no 
matter how collected, are ultimately included in the retail prices 
paid by the consumer of the articles. Now when tea, sugar, 
tobacco, coffee, wine, etc., are consumed in Ireland the duties on 
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them have been “collected ” in PIngland before importation here : 
— these articles contribute a plus adjustment to our true revenue. 
But when Irish whisky, malt, and porter are consumed in 
England, the lilnglish consumer is paying the tax which was 
“collected” in Ireland before exportation: — these articles con- 
tribute a minus adjustment to our true revenue. Before the war 
the plus articles Turnished very little revenue, the British taxa- 
tion ideal being then a lightly-taxed breakfast-table. The minus 
articles were then much more productive of revenue, because 
spirits alone was heavily taxed. Therefore, the net final adjust- 
ment was then a minus, i.c., the “collected” revenue then had 
to be reduced to get the “true” revenue really paid by Ireland. 
That was the position every year since 1879 when the “free break- 
fast” i;)olicy came into favour. The recent war taxes, which lie 
heavily on sugar, tea, tobacco, etc. — by sacrificing that policy — 
have brought in much new revenue from Ireland. At the same 
time the sales of Irish whisky and ix)rter across the Channel have 
been much interfered with by shipping difliculties during the 
war : they had dwindled to a very low ix)int when the Armistice 
came and cleared the seas of submarines ; the last few months of 
1918-19 tliereaftcr showed a sudden large revival of this trade. 

Looking now to the direct taxes, as in the above table, I may 
draw attention to three features. Income tax (with which is 
included Super Tax) and Excess Profits Tax (with which is 
included Munitions Levy), when taken together, account for 
about 19 millions of revenue ; and of this as much as 6 millions 
was collected “at the source” across the Channel : a fact which 
shows that Irish people must derive a considerable part of their 
personal incomes from their investments in Great Ikitain, — we 
arc the creditor nation. Then the Estate Duties in Ireland show 
a steady, if slow, rise : a fact indicating that the average of 
estates passing at death must be a good deal larger here than it 
used to be. Lastly, the Non-Tax Eevenue (three- fourths of it 
being the earnings of the Post Office) is small and very stationary 
in Ireland ; it is still under 2 millions, though the postage rales 
are so much raised. 

The war has, I think, done much to re-establish Irish credit. 
It should have abolished the very prevalent idea that Irish public 
finance was plunging into insolvency because the revenue was 
not keeping pace with the expenditure. We have seen that there 
exists, since 1817, no constitutional reason why the two should 
keep pace. But people who know notliing about that have some- 
times had the notion that a country ought to be able to pay its 
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way. Now, for the past fifteen years or so, British finance has 
been shifting the main burden of taxation from consumable 
articles to direct taxes on wealth like Estate Duties, Income Pax 
and Super Tax. That ]V)licy may have suited (Ircat Britain, 
where a wealthy class exists ; but when that formula for taxation 
was applied to Ireland Irish revenue did not show much capacity 
of growth. It did not suit us. The needs of war finance com- 
pelled England to re-establish taxation on consumable articles; 
and under these new circumstances the possibilities of Irish 
revenue have taken a wholly different aspect. It has been demon- 
strated that Irish revenue to a large amount can be got if you 
go the right way for getting it. The London Exchequer may be 
trusted to now get all the Irish revenue that it wants : — 

Most can raise tlio flower now 

For all have got tho seed ! 

But, while the Union contract stands, there is one thing the 
British Minister of Finance cannot do : he cannot put a tax on 
Ireland unless he puts at least an equal tax on the same article 
in England ; he must tax his own breakfast-table at least as much 
as he taxes ours. 

VI . — Taxation in (7m/f Britain and Ireland. 

Nevertheless, the enormous revenue now being extracted from 
Great Britain and Ireland is a terrible economic strfiin on both 
countries; and Ireland is less able to stand the bleeding since 
she gets back from the expenditure of these great war revenues 
only a very small return. I worked out the following compara- 
tive figures from the White PajMU's, to show the expansion of 
Tax-Kevenues in both countries (1 omit the Non-Tax Revenues 
altogether) : Great Jlritain raised by taxes .£'153,108,000 in 
J913-14, and £751,5*25,000 in 1918-19; which is an increase, of 
489*8 per cent. Meanwhile Ireland raised by taxes £9,027,000, 
and .-£35,278,000; which is an increase of 300*4 ])er cent. In 
this statement the Excess Profits Taxes are included; and in 
1918-19 they brouglit in (apparently) £273,937,000 in Great 
Britain, £10,010,000 in Ireland. Now 1 propose to omit this 
Excess Profits revenne, for several reasoJis : (1) It mainly arose 
out of work that was being paid for out of tluj war expenditure 
itself, and Ireland got very little of that work to do. (2) It did 
not exist in 1913-14, and will not continue in the future; so it 
will not affect our caj)acity to carry our burdens in the future — 
the point I am here concerned with. (3) I am not satisfied about 
the method used in the White Paper to allocate the English, 
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Scottish, and Irish contribution to Excess Profits Revenue. We 
are told that the Excess Profits “collected” in Ireland was 
£7, 484, 000; yet the White Pa])er estimates that Ireland really 
“contributed” ,£10,040,000 under that liead of revenue — the 
reason being that the Treasury has had all Excess Profits revenue 
'^adjusted between England, Scotland and Ireland on the same 
basis as Schedule D, Income Tax/* I do not stop now to argue 
about the wisdom of this adjustment ; for 1 am going to omit 
Excess Profits revenue altogether. So far, then, as regards all 
taxes other than Excess Profits Duly, the rise from 1913-14 to 
1918-19 has been as follows : for Great Britain, froiri 11.53,408,000 
to .1477,588,000 — a rise of 311*4 per cent.; for Ireland, from 
19,627,000 to 125,238,000— a rise of 262- 1 per cent. We might 
state this result approximately, viz. : In the last year of warfare 
the tax-revenue (other than Excess Profits Duly) had increased 
by three times for Great Britain, by two and a half times for 
Ireland. 

Let us think where the money wont. 1’hc White Paper for 
1918-19 tells that the whole expenditure of the United Kingdom 
in that year was 12,579,301,500. It then ])icks out 1185,536,500 
of tliat vast sum and tells us how it was distributed, viz., the 
cost of English Services was 1143,8 H, 000 ; of Scottish Services 
was 119,527,500; of Irish Services was 122,161,500. That is 
local ex])onditure in each area respectively. But there still 
remains a sum amounting to 12,393,765,000 which is set down 
as spent on “General Services.” The Exchequer Issues that 
authorised this vast expenditure might, perhaps, enable us to 
trace the money to its destination where it was tinally paid away. 
How much of it was outlay .spent in hiUgland, how much in 
Scotland, how much in Ireland, how much was spent abroad 
outside these three Kingdoms? Hiese arc questions which should 
not be asked while indiscriminate financi* obtains between Great 
Britain and Ireland. But the Treasury in its White Papers has 
gone behind that ]U’inciple of indiscriminate finance in order to 
supply an approximate statement of the facts as ihey exist at the 
moment. Ilierefon', I wish that we could get from the Treasury 
a Third White Paper telling ns the true facts of the geographical 
distribution of this “General” expenditure. W'e could then be 
in a position to understand why it is that a tax revenue two and 
a half times larger from Ireland is economically far more exhaust- 
ing to our country than the tax revenue three times larger from 
Great Britain has been to the si.stcr island. 


C. PI. Oldham 
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Postscript. 

The text of the Government’s Irish Bill has just reached me ; 
so I may be allowed to add a note on its financial proposals 
(Sections 19 to 34). The Bill is very skilfully drafted. But the 
disentanglement of British and Irish finances is not attempted, 
it is |X)stponed ; it is to be done eventually (if ever) by a Joint 
Exchequer Board of five experts (Section 80). The principle 
adopted, for the present, is to “reserve** all those branches of 
tax-revenue which require adjustment of the “collected ** pro- 
ceeds in order to determine the “true ** proceeds really contributed 
by each country. That ex])lains why Customs and Excise Duties, 
Income Taxes, and Excess Profits Duties arc all “reserved**; 
whereas the Estate Duties, Stamps, and Land Values Duties are 
forthwith transferred, with provisions (Sections 26, 27) against 
double duties becoming payable in these cases. The aforesaid 
adjustments for the “reserved** taxes, hitherto done approxi- 
mately by the annual Treasury White Paj>er, is under the Bill 
(Section 20, § 2) to be done by the Joint Exchequer ]k>ard ; and, 
as the Bill (Section 19, § 4) will secure accurate returns of mer- 
chandise traffic in the Cross-Channel Trade, this adjustment can 
be effected with more precision than has been {X)ssible hitherto in 
the White Paj^er. 

It is manifest that Ireland would lose heavily if this adjust- 
ment were not to be made, f.c., if each country were simply to 
retain so much of those taxes, now^ “reserved,” as it collected in 
its own territory. Thus, in 1918-19 (see my last table above) 
Ireland would lose a total sum of T‘9,101,000 upon Customs, 
Income Taxes, and Excess Ihofits Duty ; and Great Britain would 
lose T3,013,000 on Excise : therefore, on balance, Ireland wx)ul<l 
suffer in 1918 -19 a net loss of .t'6,088,()00 — which would probably 
be greater still in 1919 -29. But it is only the initiated who would 
understand this |K)int. And it is certain that this fiscal advantage 
(were it widely u/jderstood) would not appease the strong resent- 
ment that wdll be felt in Ireland at seeing all tJiose im{H>rtant 
branches of taxation “reserved ” to the London Parliament, where 
Ireland will be represented only by forty-two members. If all 
those taxes (it will be argued) were transferred, in place of being 
“reserved,” the adjustments above mentioned could be still made 
with sufficient precision (though, with differing rates of taxation, 
it would be more complicated) ; so that the Irish will not see any 
just reason why they should lose that Jt‘6,088,0()0 of Irish revenue 
in any case. Neither administrative convenience nor fiscal advan- 
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tage will palliate what the Irish will see to be a “reservation” 
of political power in an essential part of self-government. The 
same remark will apply to the “reservation” of the Post Office, 
on the ground merely of administrative convenience. 

What prospect does the Bill hold out as to the future transfer 
of these “reserved” taxes? Under no section does it foreshadow 
any transfer of Income Taxes or Excess Profits at any time. A 
perfectly good case can be made for this, assuming that a self- 
governed Ireland remains “within the Empire” ; these taxes will 
always be “reserved” as the great instruments of taxation for 
war purposes. But the equity of the matter will become more 
apparent to Irishmen when these taxes in the Dominions and 
self-governed Colonies “within the Empire” also will be 
“reserved” — not to the Parliament of the British Isles, but to 
that future Imperial Parliament which will ultimately take charge 
of war finances for the whole British himpire. Meanwhile, the 
present Bill, while “reserving ” Income Taxes and Excess Profits 
Duties for all time, has provided under Section 23 (the best bit of 
draftsmanship in the whole Bill !) for powers to be conferred on the 
Irish Parliaments “of levying surtax in addition to, or granting 
relief from, Income Tax and Super Tax.” So that the perpetual 
“reservation ” of these taxes can, I think, be justified when the 
Bill has been properly understood. 

There remain Customs and Excise Duties. The Bill (Sec- 
tion 31) [xistpones the consideration of their transfer until after 
“Irish I'nion” has been consummated by identical constituent 
Acts passed by the two Irish Parliaments. If the question is 
then raised by “an Address for the purix)se,” the Joint Exchequer 
Board must forthwith consider the problems of their transfer and 
must “report thereon and on the methods by which in case of 
such transfer the payment of the Irish contribution to Imiwial 
liabilities and expenditure can be secured.” After a copy of 
tbeir report bas been laid before the two Parliaments of the 
United Kingdom and of Ireland, the question of further legisla- 
tion will remain o]ien. Tliere is no promise that such legislation 
to effect the transfer will be pushed through and passed : and it 
is obviously impossible, that any such promise could be given — 
simply because no future Parliaments can bo bound by anything 
that the existing Parliament may do, or may wish to have then 
done, in any such matter. 

As regards Ireland’s contribution towards Imperial liabilities 
and expenditure, the items towards which she shall contribute 
are defined ii\ the Third Schedule of the Bill. For the first two 



76 


THE ECONOMIC JOURNAL 


[MARCH, 1920 


years the amount of the Irish contribution is named at 
^18, 000, 000— which is the estimated sum that Ireland will be 
contributing in any case, whether this Bill passes into law or not. 
But the Exchequer of the United Kingdom will now be under- 
taking to provide a sum of between f 4 ,000,000 and .£5,000,000 
(in lieu of the Land Purchase Annuities and instalments towards 
repayment of certain existing Public Tjoans) which will in future 
be going to the Irish Exchequers wholly. Thus the United 
Kingdom, in effect, will stand to receive a net annual contribution 
from Ireland of about £13,000,000 or .£ll,()00,000-for the first 
two years. By that time the Joint Exchequer Board must have 
determined what proportion the “taxable capacity” of Ireland 
justly bears to that of the United Kingdom as a whole. The Irish 
contribution shall then be in that proportion, or fraction, of the 
amount certified (also by the Joint Exchequer Board) to have 
been the total of the Imperial liabilities and expenditure “for the 
preceding financial year.” This “taxable capacity” ])roportion is 
to be “revised at the end of eveiy fifth financial year thereafter.” 
Of course, this phrase “taxable capacity” covers a great many 
highly contentious and complicated considerations, which in this 
note it is impossible to indicate. It is really a matter for experts 
to handle : the ox])erts arc directed “to be just ” ; and it is pretty 
certain that they will be obliged to ref>ort fully on the process 
by which they will have arrived at their determination of the 
matter. Provision is made by which the .Joint Exchequer Board 
shall also settle how the whole contribution from Ireland is to be 
apportioned as between the two Irish l^xchequers. 

In this note 1 inake no reference to the |K)litical aspects of 
this Bill. The disentanglement of the public finances of Great 
Britain and Ireland is a scientific problem whicli must be tackled 
under any such measure. Whether the ju’csent Bill passes into 
law or not, it has made an interesting contribution to this problem 
on the lines originally sketched by Ijonl Welby, Ijord Earrcr and 
Mr. Bertram Currie in their well-known Report for the Financial 
Kelations (.‘ommission of 180G. In words of Byron’s Manfred, 
these distinguished men are, in this matter 

The (lend, hut sceptred soveroif^iiH, wlio still ndo 

Our .spirits from their iiriw. 

March. H. Oi.dham 
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The Economic Consequences of the Peace, By John Maynard 

Keynes, C.B., Fellow of King’s College, Cambridge. (Lon- 
don : Macmillan and Co. 1919. Pp. 279.) 

Privileged and yet i)erilous the state of one called upon to 
commit the double sacrilege of reviewing the work of his master 
and his editor — to hear the knife, like Macbeth, in defiance of the 
laws alike of liospitality and allegiance. But the knife is not very 
sharp. 

Mr. Keynes’ book is like a banquet of which the more austere 
and filling courses are both heralded and crowned by a number 
of more succulent and alluring dishes. Ilis detailed dissection 
of the economic clauses of the Treaty of Versailles occupies the 
central tract of the work ; but the reader is, as it were, lured into 
the midst of it, and again rewarded for the patient attention 
which it demands, by a series of vivid and an-esting pictures of 
men, of institutions and of tendencies. Indeed, the first impres- 
sion left on the mind is not merely that Mr. Keynes has written 
a very powerful and im[X)rtant book, but that he has written two, 
or possibly three — a mordant political pamphlet, a masterly 
technical discussion of the economic provisions of the Treaty, and 
interwoven with botli an impre.ssive and largely original philo- 
sophical critique of the economic relations of nations and classes. 
And the reader’s first impulse is to wonder whether the whole 
effect would not have been even more comi>olling if those separate 
elements could have been disentangled and segregated within 
separate covers. 

Further reflection tends to weaken this impulse, as I hope to 
show ; but perhaps it will be in accordance with the traditions 
of this Journal to yield to it provisionally, and to confine atten- 
tion for as long as possible to the more purely economic portions 
of the wwk. Let it not be supix)sed from the simile employed 
above that tlieir solidity implies obscurity or dullness. Mr. 
Keynes has an eye for words and a cleanness of phrasing which 
at once purge his eloquence of rhetoric and clothe his analysis 
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with life; though now and again, as on pp. 3, 12 and 24, his 
compressed and explosive thought finds relief in a sentence whose 
form can perhaps be justified by a comparison with Thucydides, 
but not otherwise. Indeed, in more ways than one the work of 
that father of all realists is recalled to memory ; there is about 
the apologia of Clemenceau or the picture of post-war Europe 
something of the pitiless drive and stark objectivity of the speech 
of Cleon against the Mitylenseans, or the famous analysis of the 
reactions of war and politics in the city-states of Greece. 

But to return within our self-imposed limits. Mr. Keynes* 
reasoning about the economics of the Peace Treaty can be 
summed up, it seems to me, in three propositions, which it is 
important to keep distinct, because in less rigorous hands than 
his they are sometimes entangled. They are (1) that the sums 
which it is proposed to exact from Germany by way of indemnity 
are excessive and impossible to obtain ; (2) that the imix)ssibility 
of obtaining them is partly at least due to the cumulative effect 
of the other clauses of the Treaty, which is to that extent self- 
stultifying ; (3) that these other clauses, taken in the mass, are 
in themselves unwise and suicidal. 

The first proposition involves two problems — the problem of 
what can legitimately be demanded from Germany, and the 
problem of what can reasonably be expected to materialise. The 
first turns largely on the legitimacy of the inclusion, in the Allies* 
demands for “civilian damage,” of a claim for pensions and 
separation allowances which, according to Mr. Keynes* estimate, 
raises by £5,000,000,000 a figure which would otherwise total at 
most £3,000,000,000. This is a legal and ethical question, to 
which Mr. Keynes necessarily devotes considerable attention ; but 
as such its full discussion falls without the sc*.ope of this review. 
The present reviewer, however, can see no answer to Mr. Keynes* 
contention that the wording of the stipulations made by the Allied 
Governments when consenting to an armistice afforded no good 
grounds for this discrimination of pensions and separation allow- 
ances from the other general costs of the war. 

There is, however, also involved the problem of the valuation 
of the damage due to invasion, submarine activity, bombardment, 
etc. Mr. Keynes guesses this at outside figures of £500,000,000 
for Belgium, £800,000,000 for France, £570,000,000 for Great 
Britain, £250,000,000 for the other Allies. To one without expert 
knowledge the weight of reason and authority appears to lie 
emphatically on the side of such figures as these as contrasted 
with such apparently fantastic estimates as those of the French 
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politicians whom Mr. Keynes quotes.^ It might, however, have 
been helpful if he could have indicated more precisely how far 
his condemnation of such estimates rests upon disagreement as 
to the valuation of material damage, and how far upon a diver- 
gence of opinion (hinted at in a couple of footnotes) about the 
admissibility of claims for immaterial and personal damage, other 
than loss of life or physical injury. Eeasonable public opinion 
does, I think, distinguish between the feeling which any of us 
may have that we should have done better but for the war, and 
the definite damage, over and above destruction of material goods, 
incurred by a population driven away from home and business, 
or gravely disturbed in the enjoyment thereof, by invasion ; and 
would extend to an estimate, swollen by inclusion of the latter, 
a tolerance which must be denied to a sheer boosting up of 
material costs. 

As to Germany’s capacity to pay, Mr. Keynes concludes that 
the proceeds of immediately transferable wealth— gold and silver, 
ships, and foreign securities^ — cannot amount by May, 1921, to 
more than £250,000,000 to £350,000,000, nor property in ceded 
territory or surrendered under the armistice to more than 
£80,000,000. Against these sums have to be set the costs of the 
armies of occupation and of necessary supplies of food and 
materials, leaving a net maximum balance available for repara- 
tion by May, 1921, of £100,000,000 to £200,000,000, of which 
£100,000,000 is earmarked for Belgium. As regards the payment 
of an annual tribute, Mr. Keynes points out that in the five 
years ending 1913 Germany’s adverse balance of trade averaged 
£74,000,000; that her means of meeting this balance are taken 
from her by the Treaty ; that her most prominent export indus- 


‘ If M. TanHou’s figure of .^>50,000 ruinoU hoiisos is oorroct for France 
(p. 118 n.) Mr. Keynes’ allowance of £250 in., or loss than £500 per house, 
would Hocm at first sight rather low ; but in considering this and other inHtanct?s of 
hia lirnotice of adding only 100 per cent, to pre-war pricc.s, it must be remembered 
that his “ pounds ” are assumed to bo gold pounds, ami that an increase in his 
figures to allow for tho specific depreciation of sterling would not affect tho 
number of marks gold to bo doinandod from (lerraany. On tho other hand, it 
might, I think, hu VO boon fairer if Mr. Keynes had written down somewhat in 
pounds English M. Klotz’ estimates, niado on Sept. 5, 1919* when tho franc 
exchange was already at about 34. 

* Perhaps Mr. Keynes will not carry conviction by laying such stress on the 
present iinsaleability of Clermaii investments in Ktvsteni Europe. It is true that 
ho afterwards writers up generously Germany's possible favourable trade balance, 
to an extent which, perhaps, amply covers any possible increase, in the annual 
sum becoming available for reparation, which would result from holding these 
securities ; but this is not conclusive in favour of hia final proposals, which 
involve the complete abandonment of any lien on the securities, os well as a 
surrender of half tho trade balance os previously estimated. 
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tries are either struck at by the coal and other provisions of the 
Treaty, or are in direct competition with Allied industries, or 
both ; and that any very great reduction of imports is not com- 
patible with the maintenance of even pre-war productivity. He 
therefore gives £.100,000,000 as an outside estimate of the favour- 
able annual balance of trade which may become available for 
payment of reparation. This, if continued for thirty years, he 
capitalises at £1,700,000,000, giving an outside presenf valuation 
of Germany’s capacity to pay as £2,000,000,000. 

Mr. Keynes’ own proposal is tliat the indemnity should be 
compounded for at £2,000,000,000, against which £500,000,000 
credit should be allowed for ships and other property already 
ceded ; and that the remaining £1,500,000,000 should be freed 
from the burden (of which ho has already shown the “devastating 
significance ”) of bearing interest pending its payment in thirty 
annual instalments of £50,000,000, these instalments being 
devoted entirely to material restoration in Ifrance, Belgium and 
Serbia. Tliese proposals go even further than all those who have 
acquiesced in his critical analysis may be prepared for; for in 
making them he relaxes somewhat his previous habit of straining 
everywhere his own figures against himself. But in any case, 
on the face of it, the logic of clearly and scrupulously marshalled 
figures establishes his first pro}X)sition, and with it his second. 
For his figures are based on the assumption that the rest of the 
economic clauses (a lucid exposition of which is provided) are put 
into operation, and they demonstrate that the “Carthaginian 
peace,” whatever its inerifs on other grounds, is not likely to 
conduce to reparation-paying capacity. 

And this brings me to the third proposition which I have 
attributed to Mr. Keynes, and which is ])erliaps of the most 
abiding interest, at any rate from the speculative point of view. 
The incompatibility of the policies of crushing Germany’s 
economic life and of tapping her for indemnities is frequently 
put forward, by those whose minds have a tilt in that direction, 
as an argument for doing neither. But clearly such an argument 
is invalid ; the jx)iicy of the CartJiaginian peace is not necessarily 
wrong-headed because it may prove disappointing to the givers 
of election jiledges or even to the holders of just claims. Mr. 
Keynes in an illuminating passage hints at the comparative 
indifference of M. Clemenceau to matters of reparation ; and by 
nothing which has been said hitherto is the Clemenceau attitude, 
which Mr. Keynes states with great detachment, proved in itself 
illogical and absurd. To understand his own opinion that it “is 
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not practically ri^ht or possible,” it is necessary to look at the 
general basis of his economic philosopliy as set forth in his 
Chapter II. (“Europe Before the War”) and in scattered pas- 
sages elsewhere throughout the work. 

Now the startling thing about this analysis of the economic 
structure of Europe is that it is in some respects very different 
from, and indec<l diametrically opposed to, tliat of pre-war 
optimistic, free-trade, pacific philosophy, and resembles much 
more nearly that upon which, consciously or unconsciously, the 
edifices of protectionism, militarism and ijnperialism are reared 
((piestion-begging words must be used for brevity’s sake). To 
begin with, political frontiers are not, in Mr. Keynes’ view, 
economically unimportant, but charged with significance, especi- 
ally if they be multiplied. The transfer of a province from one 
sovereignty to another is not an economic irrelevance; Govern- 
ments do seek to impose barriers and prohibitions and confisca- 
tions of private property, and they can enforce them. Secondly, 
the international division of labour between Europe and the rest 
of the world is not, as by our fathers, hailed as an unquestionable 
dispensation of Providence, but is seen to be fraught with peril 
and instability. The “devil” of Maltbns is unchained, and 
reminds us that the inoiitbs are many and the loaves and the 
empty spaces few. Generalities about the interdependence of 
nations are not allowed to veil the prospect of France and Italy 
and Northern Europe jostling against one another and against 
Germany in a rational solicitude to obtain the lion’s share of a 
coal supply which will not suffice for all. The diflicully of obtain- 
ing an indemnity from Germany in non-competitive goods 
becomes not a mere arejumenium ad liomJnem to cajole and fog 
the suspicious British manufacturer, but a signal that the 
dominant interests of Britain and Germany are competitive rather 
than co-operative. The two countries are pictured as competing 
for limited iron and steel markets, for inexpansive supplies of 
cotton and wool, for the exhaustible sheaves of America and 
Russia — a very different picture from the familiar pre-war one of 
two complementary countries, which was a picture based on the 
eMcnt of the trade between tliein, and giving insufficient atten- 
tion to its nature. 

How, then, docs Mr. Keynes, starting from premises which 
would seem to point to the conclusions of a Chamberlain or even 
a Cato, arrive at such opi)osite results? The answer would seem 
to lie in two words — organisation and psychology. As regards 
organisation, his doctrine seems to be this : “If being a European 
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is such a chancy business at best, let us not make it worse by 
flying at each other’s throats. If coal is short, let us be reason- 
able and distribute it properly. If productivity is low as compared 
with needs, let us not lower it still further by tariffs and trade 
wars, and the destruction, from nationalist motives, of such 
organisation as exists.” He objects to the economic provisions of 
the Treaty because they strike at the existing methods of 
organisation of an impoverished Europe, which has no strength 
and no present breathing-space to improvise new ones. 

As regards the “new States” of Eastern Europe, this argu- 
ment appears to me to have convincing force. It is difi&cult to 
believe that any of them has a prospect of making, within any 
reasonable space of time, gains comparable to what it w^ould lose 
by the adoption of a jealous and exclusionist economic policy. 
That the argument should appeal with such irresistible force to 
more firmly established countries, such as France or Italy, is not 
perhaps to be expected. It is surely not axiomatic that a com- 
petent people should be content to accept as final the existing 
localisation of industry, seeing how largely in the past that 
localisation has depended upon jiolitical arrangements and more 
or less accidental tricks of skill. Questions of morality apart, the 
French seem to have made something of a technical error in 
banking ufion the fiaar coal-mines as a tap-root for a great 
national steel industry ; but to have indulged in dreams of such 
an industry is not in itself (always from a strictly non-moral point 
of view) foolish or culpable. If these dreams are to be surren- 
dered, and economic ix)licy subordinated to the requirements of 
an existing localisation and trans|iort system, it can only be under 
the pressure of urgent present need. To argue thus is not to 
dispute Mr. Keynes’ conclusion that in the existing state of 
Europe that urgent present need should be the deciding factor. 

England, however, as Mr. Keynes i)oints out, still stands to 
some extent outside the European system. With the one im- 
portant exception of the granary of Kussia, the disorganisation 
of Europe strikes less direct and fatal blows at her than at Austria 
or Poland or even at France ; indeed, in some respects, from a 
purely selfish point of view, it is even convenient. What, then, 
sentiment and morality apart, is the supreme interest of England 
in the restoration of Europe? Can we find it in Mr. Keynes’ 
second leit-motiv — in his view of the workings of the human 
mind, of the limit which exists to the extent to which men will 
endure forced labour, hunger and privation without upsetting 
that whole capitalist structure whose essentially unstable and 
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inequitable nature he exposes with such deft and daring strokes 
in his initial sketch of pre-war Europe? It seems that even from 
this source he does not anticipate any grave peril to England ; 
he does not “perceive in England the slightest possibility of 
catastrophe or any serious likelihood of a general upheaval 
of society.” But with respect to the European Allies 
this appears to him the final and decisive consideration. I 
set out some of the relevant passages which seem to indicate that 
the most important ultimate issues on which ^Mr. Keynes joins 
battle with his opponents are these issues of psychology, and not 
of figures; the italics are mine. “You cannot restore Central 
Europe to 1870 without setting up such strains in the European 
structure and letting hose such humnn ayid spiritual forces as, 
pushing beyond frontiers and races, will overwhelm not only you 
and your ‘ guarantees,’ but your institutions, and the existing 
order of your society ” (p. 83). “If the distribution of the Euro- 
i)eaTi coal su])plies is to be a scramble in which France is satisfied 
first, Italy next, and every one else takes their chance, the indus- 
trial future of Europe is black and the prospects of revolution very 
good*' (p. 88). “If we aim deliberately at the imi)overishment of 
Central Europe, vengeance, I dare predict, will not limp. Nothing 
can then delay for very long that final civil war between the forces 
of Ileaction and the despairing convulsions of Bevolution, before 
which the horrors of the late German war will fade into nothing, 
and which will destroy, whoever is victor, the civilisation and the 
progress of our generation. Even though the result disappoint 
ns, must we not base our actions on better expectations, and believe 
that the prosperity and happiness of one country promotes that 
of others, that the solidarity of man is not a fiction, and that 
nations can still afl'ord to treat other nations as fellow-creatures” 
(p. 251). 

When tlie ground is thus shifted on to what people feel and 
think and will, two consequences follow. First, it becomes of 
economic interest to know how Mr. Keynes’ own mind works, 
and how he thinks the minds of the Four worked, as well as how’ 
he thinks the minds of the common people of J^urope will work. 
And this it is which modifies the impulse to wish that political 
pamphlet away into a separate cover, ilr. Keynes has seen the 
picture as a whole, and he can hardly be blametl for presenting 
it as a whole; indeed, unless he had done so, we could hardly 
have been exi>ected to form a rational judgment upon it. 

But, secondly, the business of forming a rational judgment 
becomes much more elusive and precarious. These propositions 

O 2 



84 THE ECONOMIC JOURNAL [MARCH 

are not such as can be demonstrated by documents and figures. 
Here is one more quotation, again with my italics. “One could 
not despise Clemenceau or dislike him, but only take a different 
view as to the nature of civilised man, or indulge, at least, a 
different hope/* Those who have accused Mr. Keynes of writing 
with a bias are perhaps not wholly without excuse. To dismiss 
it as a pro-Grerman bias is shallow and foolish, in face of Mr. 
Keynes’ expressed views on such subjects as the origin of the 
war (pp. 1, 115) and the counter-iiroposals of the German delega- 
tion. Nor is it a bias born of querulousness or malice ; Mr. 
Keynes’ concrete i)roposals, to which for all their intense interest 
I have barely made allusion, wnuld alone serve to redeem the 
book from any charge of mere destructiveness or petulance. But 
a bias perhaps there is ; only it is a bias in favour of hope^ against 
despair — of taking, where the future is at best uncertain, the risks 
of generosity rather than the risks of meanness. Perhaps — per- 
haps Mr. Keynes himself is a bit of an old theologian, after all ; 
and not a bad thing to be, either. 

D. H. Bobkrtson 


The Peace Treaty and the Economic Chaos of Europe. By 
Norman ANCJELn, ([jondon : The Swarthmore Press. 1919. 
Pp. iv4-143. Price 2s. 6d. net.) 

In his opening chapter the author writes : “Tlie fact of great 
economic disorganisation practically everywhere in the Western 
World, of dire distress in very many large areas, and famine of 
the very worst descri])tion in some, is taken as ])roven “ (p. 1). 
But a good deal of space is, nevertheless, occupied wdth facts 
adduced in proof of these very |X)ints. The hook contains an 
alarming description of the economic chaos into which Kiirope has 
been plunged, and the picture it presents is truly an appalling 
one, while unfortunately its essential accuracy cannot be doubted. 
Mr. Angell also states very clearly what the Treaty means — not 
merely to Germany, but to lOiirope, and, in fact, to the whole 
world. He rightly insists over and over again on the economic 
interdependence of the nations, and shows how the industrial ruin 
of Germany must react on the welfare of almost all other peoples. 
In a somewhat narrow’er connection, namely, the impossibility of 
obtaining an indemnity from a nation whose productive |)ower is 
to be restrictc‘d in every direction, he shows the absurdity of 
attempts ‘ to milk the cow and cut its throat at the same time.” 

Mr. Angell, while he puts his case with great energy, is 
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always reasonable, and is nowhere carried away by the passion 
which a humane man might nofc unnaturally exhibit in writing of 
the terrible suffering which is being endured in many parts of 
Europe at the present time. His case is closely reasoned, and 
the position of his opponents fairly stated, for he recognises that 
there are those who think that Germany has only got what she 
deserved, and who do not believe in the consequences which they 
are told will follow from the enforcement of what they consider 
to be strict justice. This ]X)int the author puts as follows : “Are 
not the conditions described above a just punishment for a wicked 
people? Having made their bed, must they not lie upon it? Is 
the condition of people on the other side of Europe any affair 
of ours? If tliere is any shortage in the world, is it not our duty 
to see that our own people come first? “ (p. 10). 

The author, however, ol course comes down on the side of a 
drastic revision of the Treaty, and an energetic policy on the part 
of the more prosperous nations of Europe and of the United 
States for the re-estaldishment of industry in the areas that are 
suffering from the war and its consequences. He has some 
valuable suggestions with regard to the revision of the Treaty 
and as to the League of Nations, all of which deserve careful 
attention. With regard to the Ijeague of Nations, the author 
accepts the view of the League of Free Nations Association, 
namely, that “if the League of Nations is not to develop into 
an immense bureaucratic union of Governments instead of a 
democratic union of peoples, the elements of (a) complete pub- 
licity and (b) effective |x)pular representation must be insisted 
uix)n” (p. 114). 

The book may perhaps suffer a little by its appearance almost 
simultaneously with Mr. Keynes' Kconowic Cousequeuccs of the 
Peace, as the two cover much common ground. But Mr. Angell’s 
book is in some respects simpler, and it deals with less technical 
matters than does Mr. Keynes . It should, therefore, not fail to 
find readers, and we hope that amongst them there may be at 
any rate some of the unconverted. 


H. S.tXDERSON FuRNISS 
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Inflation, By. J. Shield Nicholson. (London : P. S. King 
and Son. Pp. 143. 1919. 35. &d. net.) 

Money and Prices, By J. Laurence Laughlin. (London : 
P. S. King and Son. Pp. xii4-314. 105. 6d, net.) 

The substance of Inflation was given in the summer of 1919 
in lectures to the staff of Barclay’s Bank. Professor Nicholson 
was “asked to make the subject as simple as possible and to go 
back to the foundations.” Most economists would feel somewhat 
alarmed at having to address bank clerks on currency. The 
ordinary bank clerk, like men of other trades, finds the substance 
which he handles rather uninteresting, and fails to under- 
stand the excitement of the currency expert. One economist tells 
how, when he remarked to the cashier, “Three million more 
Bradburys last week ! ” he received from the other side of the 
counter a pitying smile, and “Ah! I suppose you watch these 
things.” Another, who casually condcmnc'd the issue as a cause 
of rising prices, was met with “What! More money raises 
prices ! ! ” But Professor Nicholson’s bank clerks would be to 
some extent a picked audience, and he seems to have steered 
with success between the Scylla of assuming too much knowledge 
and the Charybdis of giving offence by assuming too much 
ignorance. 

The first chaf)ter describes the pre-war gold standard and its 
abandonment. The principle that the convertibility of a paper 
medium of exchange into gold is desirable sim])ly because it is 
the best practical method so far discovered of limiting the issue 
of such paper is laid down and vigorously enforced. In the next 
chapter we get to the inflation resulting from the abandonment 
of the gold standard. The explanation of inflation is not quite 
satisfactory. First we are told that it “is by common consent the 
name of a monetary disease,” which is perfectly true. Inflation 
in ordinary language, which is the most imjx)rtant language, has 
a “bad” sense; it is the people who think there is something 
“wrong” w'ho say there is inflation, while those who are satisfied 
and do not want things altered deny the existence of inflation. 
But in the next paragraph Professor Nicholson says the “best 
solution is to say that inflation means an abnormal increase of 
money.” Now what is “abnormal” is not necessarily bad; we 
can have abnormal prosperity, abnormal cleverness, and perhaps 
even abnormal goodness, without being any the worse for it. We 
may surely have an abnormal increase of money in some circum- 
stances without being the worse for it. The author admits this 
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by going on to inquire (1) whether there has actually been an 
abnormal increase, and (2) whether the abnormal increase has 
been necessary and beneficial. Now no one contends that inflation 
is beneficial ; if anyone thinks w^hat has happened to be beneficial, 
he says there has been no inflation. It would seem better to 
accept the common implication of something “bad” in inflation, 
and to say that it means not abnormal but “improper or exces- 
sive ” increase, an increase which ought not to have been allowed 
to take place, or which ought not to have been allowed to be so 
great, as the case may be. Little difficulty arises from this 
nomenclature where it is increases of paper money which are 
concerned, because they arc so commonly regarded as subject to 
the will of the issuer. Where abnormal increases of freely coined 
metallic money are caused by discovery of new sources of supply, 
whether a person says there is inflation or not depends on whether 
he thinks legislators have been guilty of dereliction of duty in not 
shutting down gold mines, taxing gold output, charging a seign- 
orage on coinage, or adopting some other of the numerous 
possible expedients for stopping or checking an increase. As 
f>ersons who take this view are not numerous, it is unusual to find 
the term inflation applied to increases of gold money and paper 
kept on a par with gold when the increase is due to discovery of 
new mines or new methods of extraction. The war has brought 
into prominence the intermediate case of an increase of gold 
money in one part of the world caused by other countries refusing 
to take the normal amount of new gold, and even sending out 
some of what they already have. Professor Nicholson hesitates 
to apply the term inflation to this case ; there is, he says, 
“abnormal increase in the gold money — although we do not 
usually s|^ak of an inflation of the gold in circulation” (p. 49). 
There is nothing in his own definition to prevent him calling it 
inflation, but ho docs not do so because at bottom he accepts the 
ordinary view that inflation is something blameworthy, and he is 
not prepared to blame the governments which have merely 
allowed their countries to be flooded by gold refused or displaced 
by the action of other governments. 

With the misconduct of these other Governments in not only 
keeping out and throwing out gold and thus raising prices all over 
the world, but also issuing so much paper money that it fell in 
value below this depreciated gold, he deals very faithfully. It 
discouraged industry and thrift, it caused industrial unrest all 
over the world, and it saddled the countries with far greater debts 
than w^ere necessary. 
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And the remedy? Firstly, a cessation of Government borrow- 
ing, since so long as a Government borrows it will go on watering 
the currency. This, no doubt, is true so long as the money 
borrowed is more than what can really be lent without watering 
the currency, as it was during the war and perhaps still is. 
Secondly, a rigid limitation on the increase of currency notes. 
Thirdly, a reduction of the amount in circulation “until the notes 
bear a reasonable [)roportion to the gold held as cover.” We 
should rather expect this to read, “until the T1 currency note is 
worth 123} grains of standard gold and about 4‘87 in gold 
dollars ” ; but it must bo remembered that the book went to press 
before the great rise in the price of gold and fall of the American 
exchange had manifested itself. Professor Nicholson is doubtless 
assuming the restoration of parity, and is asking that even after 
that restoration the notes should not exceed the cover by an 
amount which might make it difficult to maintain convertibility 
in the event of some untoward incident. 

The book concludes with a striking (juotation from the Pil- 
grim's Progress, in which Ihinyan describes the difficulties of 
Christian and Hopeful when they left the. King’s highway to go 
by the bypath. 1 suspect that the part of it which most apj)ealed 
to Professor Nicholson was: “They, looking before them, espied 
a man walking as they did (and his name was Vain-Confidence). 

. . . But, behold tlie night came on, and it grew very dark . . . 
and Vain-Confidence fell into a pit. ... So they called to know 
the matter, but there was none to answer.” 

From Professor Nicholson’s practical sound sense to the wild 
imaginings of Emeritus-Professor Ijaughliii tluTc is a precipitous 
descent. Professor Nicholson prefers the gold standard not 
because he imagines it j^erfect, but because he thinks it more 
stable than anything under the immediate control of politicians 
in gejieral, and especially than the paper pounds, francs, marks 
and roubles of the present time. Profe.ssor Laughlin, on the other 
hand, makes a fetish of gold. It is a tenet of his religion that 
gold cannot be wrong, and other standards cannot he right. To 
those who complain that the great gold production in the middle 
of the nineteenth century, and again at the beginning of the 
twentieth, caused inconvenient rises in i)riccs, he replies that gold 
was not to blame— it was something else than the greater produc- 
tion of gold wdiich caused them. To those who complain that in 
the intermediate period the smaller production of gold caused an 
inconvenient fall of prices, he replies again that gold was blame- 
less— again “it was the other boy that did it.” Even in the 
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period since 1014, when a great portion of the world refused to 
buy additional gold and sold some of what it had before, so that 
the supply to the rest of the world increased enormously, and the 
value of gold in commodities and services fell to one-half of what 
it had been, gold remains, to Professor Laughlin, not merely 
(as it is) better than the still more depreciated paper, but abso- 
lutely perfect as a standard of value. 

It would be a waste of time to follow the author far in his 
search for “other reasons.** Suffice it to say that one of the prin- 
cipal of his other reasons for the recent rise of prices reckoned 
in gold is the rise of wages: “Is it possible,** he asks, “that 
anyone denies that an increases of wages, other things being equal, 
raises the selling prices of goods?” (p. 110). Is it possible, w’e 
may ask, that any economist to-day sees some fundamental dis- 
tinction betw’een paying a man to make a thing and paying him 
for the thing when he has made it? Is it not obvious that the 
increase of moncy-w’ages (which are the wages meant) is merely 
part and parcel of the increase of prices which has to be 
accounted for? 

The length to which Professor Laughlin’s fetishism will lead 
him to go may be illustrated by the fact that, though on p. 11)8 
he tells us that ii\ the United States the “increased supply of 
gold through imports has been phenomenal. . . . The gold 
reserves of the federal reserve banks have doul)led witliin the last 
year. In addition, there has been a fourfold increase within a 
year in the federal reserve notes in circulation,” in the Preface 
he says “there was no such expansion of money or credit as would 
account for the rise of war prices in this country.” And though 
Germany (p. Id8) is “reaping the whirlwind from her own 
sowing*’ because she adopted inconvertible paper, England is 
quite sound because (p. 143) she has not “left the gold standard.” 
Presumably Professor Laughlin was imix)sed on by the converti- 
bility of the Pradbury into a sovereign which c(mld not be molted 
down nor exported. Tlie fall of the 11 to ^3.75 soon after the 
“unpegging” of the exchange must have come after lie had 
WTitten the book, the date of whicdi is very obscure. 

The only argument of any importance w hiidi he uses in favour 
of hia thesis is that the stock of gold is large and therefore the 
value of gold is not much affected by fluctuations in the annual 
supply. Similarly, a man may argue that tlie value of houses is 
not much affected by fluctuations in the annual sup|>ly — though 
this is not the best time to do so. If there are no new' houses, 
people must squeeze themselves into old ones, and the bigger the 
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stock in proportion to the annual supply needed to maintain it 
undiminished in proportion to the people, the less differences of 
pressure and consequently of price will given fluctuations in that 
supply cause. But to allege, as Professor Ijaughlin’s fetishism 
requires him to do, that the increase of gold money and paper 
kept by convertibility on a par with gold is never, and perhaps 
never can be, great enough to raise prices, is, in view of recent 
experience in his own country, simply grotesque. 

Edwin Cannan 


The Paper Pound of 1797-1821. By Professor Edwin Cannan. 

(London: P. S. King. 1919. Pp. xlix-f71.) 

Professor Cannan has supplied us with a reprint of the 
Bullion Eeport of 1810. The Beport has been rightly regarded as 
marking an epoch in currency history. Even if it deserved 
Horner’s modest description of it as “staling nothing but very 
old doctrine” (quoted on p. xxii of Professor Cannan’s Introduc- 
tion), it at any rate expressed this doctrine in a form wliich 
caught the attention of jmictical men, and exercised a real 
influence on the course of events. 

But Horner was probably quite well aware that the Eeport 
did something more than state “very old doctrine.” That a 
depreciation or over-issue of the currency might affect the foreign 
exchanges had indeed long been recognised. (1 resham mentions 
this in the very letter to Queen Elizabeth which has gained him 
(erroneously) the credit of discovering “Gresham’.s Law.” But, 
for all that, what may be called the Balance of Trade Theory 
held the field as the recognised doctrine of the foreign exchanges. 
An unfavourable exchange was attributed to an excess of im[X)rts ; 
a favourable, to an excess of exports. The Bullion Committee 
pointed out that a depreciation of an inconvertible currency alters 
the par of exchange itself, the new par being such amount of a 
foreign metallic currency as the depreciated unit will buy at the 
market price of bullion. What is more, they show^ed that “there 
cannot be, for any long period, cither a highly favourable or 
unfavourable balance of trade ; for the balance no sooner affects 
the price of bills than the price of bills, by its reaction on the 
state of trade, promotes an equalisation of commercial exports 
and imports.” Consequently, that excess of exports, which they 
found to have characterised British trade in the five years pre- 
ceding the Eeport, was to be interpreted, not as an influence 
conducing to a favourable state of the exchanges, but rather as a 
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symptom of an unfavourable balance of payments, due to exces- 
sive expenditure abroad, which was aggravating the currency 
difficulties of the country. 

Here was an answer to the prevalent argument that an excess 
of imports threatened to denude the country of its gold, and made 
a gold standard impossible. An excess of imports was not an 
act of fate, an unalterable fact. The balance of trade no doubt 
affected the exchanges; but it was equally true that the exchanges 
affected the balance of trade. And it was at this point that the 
quantity theory came in. If the excess of imports could be cured 
by a restriction of cash payments, which left the exchanges free 
to range far beyond the specie points, it could equally be cured 
by a contraction of the currency, which w’ould raise the bullion 
value of the monetary unit. 

Remedies did not come within the Committee’s reference, and 
the Report left the method of contracting the currency to the 
discretion of the bank. But this did not prevent the Committee 
from pointing out the importance of the rate of discount as an 
instrument of currency control, and the disadvantages of the 
legal limitation of the rate to 5 per cent. And they appreciated 
the fact that the essential function of a high rate is not, as is 
now so often assumed, merely to attract foreign lenders, but to 
act as a deterrent on trade borrowing. In this respect they under- 
stood the regulation of credit better than many who have had the 
advantage of seeing the results of the bank-rate control by which 
for three-quarters of a century the credit system of London, and 
therefore of the whole world, has been successfully regulated. 

Indeed, the fallacies against which the Bullion Committee 
contended are widely prevalent at the present time. They are 
confidently voiced by bankers, politicians, and others, wdio from 
prestige and position have every right to be heard, and who yet 
hardly seem to be aware that the Balance of Trade theory is not 
the last word of scientific thought. The appearance of a reprint 
of the famous Reix)rt is therefore most opportune. 

Professor Cannan provides an interesting Introduction, mainly 
historical. Perhaps a little more theoretical discussion of the 
Report would not have been out of place. Such theoretical dis- 
cussion as there is is too much concerned with the Quantity 
Theory, and, for example, does not bring out the importance of 
the Committee’s exix)sure of the Balance of Trade fallacy. 

There are one or two points in Professor Cannan ’s interpreta- 
tion of history which are open to challenge. He follows most 
economists in attributing the original suspension of gold payments 
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in 1797 to excessive borrowing for the w^ar. The sums borrowed 
were large ; but is this exj^Ianation reconcilable with the reduction 
of the note issue and of the unfunded debt in the years imme- 
diately preceding the suspension? And when he comes to the 
resumption of cash payments in 1821, he attributes the bank’s 
success in resuming to the repayment of £10,000,000 of Exchequer 
Bills by the Government, in accordance with the recommendations 
of the Committees of 1819. But the premium on gold vanished 
after a last faint flicker in November, 1819, and the repayment of 
the Exchequer Bills did not begin till after that date. With 
gold at the Mint price, and the foreign exchanges at or above par, 
the gold standard was restored, and the repayment of the 
Exchequer Bills (a sound measure in itself) did no more than aid 
the bank in accumulating a large reserve of bullion and Bi)ecie. 

And is the accuracy of Professor Cannan’s references to the 
history of his own day beyond reproach? On p. xiv he seems to 
imply that the prohibition of the melting of gold coin in this 
country took effoct from tlie beginning of the war instead of only 
from December 5th, 1910. 

But some of tlie foregoing criticisms are on questions rather 
of emphasis than of accuracy, which do not materially detract 
from the value of Professor Cannan’s Introduction. 

As to the reprint of the Peport itself, a little more vigilance 
in the reading of the proofs would have been well s^xjnt. And 
if it was necessary to parade the correction of “scarcity” to 
“security” on p. 47, with all the trappings of square brackets, 
queries, italics, and a separate reference in the Introduction, could 
not the error of 12 oz. H dwts. for 12 oz. 18 dwts. on ]). 31 have 
been corrected too? True, the former correction was made, and 
the latter was n|pt, in the second edition of the Beport. But it 
happens that both occur in passages quoted from the evidence, 
from which the correct readings can be obtained, and so all doubt 
removed. R. G. Hawtrey 


IVar-Tmie Financial Problems. By Hartley .Withers. (Ijou- 
don : John Murray. 1919. Pp. x + 3()6. Gs. net.) 

Mr. Withers must by this time be rather wearied of com- 
pliments on the lucidity of his style and the light and easy way 
in which he handles the dull and unattractive to|)ics that he has 
selected for treatment. Many people seem to have forgotten that 
Bagehot and George Rae were quite as successful in relieving 
the monotony of monetary and financial questions by supplying 
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the salt of humour and the brightness of fitting literary allusions 
without any saerifice of scientific precision. After all, the ti;ue 
test of merit is in the substance, whatever be the grace of the 
form, and it is by this test that our author may claim to be 
estimated. 

Regarded in this way it may at once be said that the present 
book contains a great deal of sound criticism as well as effective 
exposition of economic principles that are in danger of being 
ignored in the press of the abnormal conditions that a state of 
war generates. It is a useful task to bring out the essential 
nature of capital and to insist on the fact that it is the outcome 
of saving. Still more needed is the exix)sure of the cun’ency 
fallacies that arise so naturally and are so readily accepted in 
commercial and business circles. The criticism of the theories 
of paper money as the source of national prosperity if issued in 
sufficient amount is complete and timely. It is, however, true 
that to set such pleas before economists is to preach to the 
converted. 

We therefore are more attracted to !Mr. Withers’ treatment 
of the more fundamental and difficult problem of the method 
most suitable for financing the war. In his criticism of the 
policy actually followed there is a justifiable severity. The 
absence of any far-sighted conception of the way in which the 
financial conditions would be influenced by the progress of the 
war is regarded as the explanation of the many failures of the 
(lovcrnment. “The problem which a statesman who had thought 
out the economics of war beforehand would have recognised as 
the keystone of his policy would have been that of diverting the 
activities of the country from providing itself with comforts and 
amusements to turning out goods required for war ’’ (p. 41). The 
mode of solution is tliat of equitable taxation, and, as ilr. Withers 
affirms, “If such a policy had been carried out the cost of the war 
to the community would have been enormously cheapened” 
(p. 42). “The community would gradually have shed one after 
another the extravagances on which it spent so many liundreds 
of millions in the days before the war” (p. 43). Xor, in our 
author’s opinion, was this course beyond the power of a really 
bold and far-sighted finance Minister. Unfortunately, the 
opiX)site course of stupidly drifting along what was thought to be 
the line least likely to excite discontent was followed, with the 
necessary result of creating greater difficulties for the future. 
The pity is that such sound doctrine was not impressed on the 
public mind at an earlier stage. 
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Connected with, though also in contrast to, the finance of the 
war is the post helium problem of dealing with the burden that 
flabby financial policy has placed on the country. In this case, 
too, Mr. Withers takes a pronounced attitude of hostility towards 
the proposal that has attracted most attention and gained 
most popularity. He will not give the slightest countenance 
to any scheme for a levy on capital for the purpose of redeeming 
or largely reducing the debt. He brings out very clearly the chief 
difficulties that such a levy w^ould involve, and ultimately rather 
comforts his readers by the reflection that “with taxation on a 
really sound basis no further sacrifice would be involved by the 
debt charge, and no diminution of the nation’s wealth ; but only 
a transfer of consuming power from taxpayers to debt-holders in 
accordance with the sacrifice made by the latter during the war ” 
(p. 256). This position is, at least apparently, very near that of 
the upholders of the theory that domestic public debt is a case of 
the right hand paying the left to which I^rofessor Nicholson has 
done justice in his War Finance, It seems to us that in common 
with other critics of the capital levy plan, Mr. Withers makes 
play with the fallacy of objections and hardly gives sufficient 
weight to the political asi)ects of a heavy annual charge for debt 
incurred for war expenses. Nor is the danger of this situation 
diminished if, as we may hope, the process of restoring the mone- 
tary standard is carried out with reasonable speed. Interest pay- 
ment accompanied by the gradual reduction of the principal of 
the debt in a currency of rising value would be a certain cause 
of discontent and even lead to the promulgation of extreme plans 
for getting rid of the public creditors’ claims. 

But War-Time Financial Problems is not confined to the direct 
policy of the State. Some of the most interesting parts are those 
dealing with questions of organisation and economic reform. The 
joint-stock system is one of the vital j)arts of modern commercial 
organisation. Amongst its other evil eflects war has led to 
restrictions on, and proposals for closer regulation of, companies. 
In his telling style Mr. Withers ex|)Oses the danger of undue 
limitations on the normal activities of these bodies. In par- 
ticular, the absurdities that restraint on the exix)rt of capital 
gives rise to are made plain. By recurring to the essential fact 
that capital consists in commodities, the ingenious idea that we 
can keep in capital while we stimulate the outflow of goods 
becomes a contradiction in its nature. No difficult reasoning or 
appeal to abstract theory is required to establish these common- 
sense views; but, unhappily, they need to be persuasively 
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expounded by those who are able to influence opinion, and Mr. 
Withers belongs to this class. 

The article on “International Currency” deals with a more 
complicated issue, and naturally is confined to some of the obvious 
aspects of the proix)sal that it discusses. We may agree with the 
opinion that the present time has- so many difficult problems to 
face that it would be unwise to alter the currencies of the world 
by hurried action. But there is, on the other hand, the grave 
consideration that the extraordinary disturbances in the various 
national currencies — disturbances that must be corrected in some 
way — afford a most favourable o[)ix)rtunifcy for international 
action. Owing to the great alterations in the standard of value, 
it is possible to introduce adjustments between different currency 
systems that could not be attempted with any hope of success in 
normal times. Without indulging in any fancy ex])edients or 
inflicting grave injustice on imix)rtant classes, it would api^ear to 
be |)ossible to remove a great deal of the existing confusion in the 
systems of currency. Mr. Withers quite justly holds that “it is 
very doubtful whether such an organisation as the League of 
Nations could, at least during the first half-century or so of its 
existence, be called uix)n to tackle so difficult a question as that 
of tlie creation of an international currency based on international 
credit.” The licague of Nations, or the humbler organisation 
of an international monetary conference, might, liowever, go far 
in realising the ideas of the Paris Conference of 1867 and give 
the world a convenient unit for the currencies of the world. We 
might also hope that internal currency reforms (such as the 
adoption of the decimal system in England) could be worked into 
such a scheme without any extra inconvenience. The need for 
restoring sound conditions in the monetary arrangements of 
nearly every country supplies ample ground for concerted action, 
which does not, or at least need not, mean indulgence in specula- 
tive devices for using credit as a foundation for the money of 
the future. 

In the controversy between Sir E. Holden and Lord Cunliffe 
as to the merits of tlie Act of 1814 tlie position taken by Mr. 
Withers is somewhat undecided. His readers would have appre- 
ciated a fuller discussion. 

Finally, we might. ask for qualification of the judgment that 
the man who saves in order to provide “for those who come after 
him” is actuated by “a purely selfish motive” (p. 7). Even in 
“providing for his old age ” the saver may desire to relieve others 
of the task of doing so! C- F. B.^stable 
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Foreign Financial Control in China. By T. W. Overlach. 

(New York : The Macmillan Company. 1919. 8vo. 

Pp. 295.) 

In tliis book an attempt is made to narrow down the vast field 
of foreign finance and foreign |)olicios in China to an examination 
of the control clauses embodied in foreign loan contracts and 
railway concessions in China. 

The day may come vs hen a settled government and a purified 
administration will raise the credit of the country to a level which 
will enable China, like the Western Powers, to provide the means 
for developing her vast natural resources by the issue of consoli- 
d id stock. In the present stage of China’s political and 
c rioinic development it is not unrcasoTiable that foreign capi- 
talists before parting with their money should ask for adequate 
guarantees that it shall not be misspent. On no other conditions 
will Western ca])ital be forthcoming. 

Such guarantees are required as much in the intf'rest of the 
borrower as of the lender. It is iq)on the C’hinesci ryot that the 
burden of the debt ultimately falls, and it is in his interest to 
secure that the borrowed money shall be guarded from waste or 
fraud, and that tlie railway, on the profits of which depends the 
redemption of the debt, should be economically constructed and 
efficiently managed. 

So much will probably bo conceded, and if the guarantees 
sought had been confined within the ambit of purely financial 
control, if political considerations had not supervened, there would 
have been no room for criticism, rnfortunately, ])olitics could 
not be excluded. 

In 1895, after her defeat by flapan, China lay at the mercy 
of the Western Powers, ^fhe temptation proved irresistible. 
Strategic bases were established by successive encroachments on 
the territory of (’hina, and in the continued ap])lication of 
inijierialistic policies to exclusively national ends the Powders 
entered iijKm a struggle, the Battle of the Concessions, for the 
control of China in which the combination of [xjlitics and finance 
played a sinister part. 

Tlie evil wrought its own cure, Tlie dismemberment of China, 
to which the ixjlicy of encroachment was inevitably leading, was 
averted by the adoption by general agreement of what is known 
as spheres of interest. China was parcelled out by the Powers 
into geographical areas within which each Pow’er claimed for 
itself the primary right of economic exploitation. This was 
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manifestly unfair, inasmuch as the only tenns upon which China 
could obtain foreign financial assistance within the given area were 
those which the Power might choose to demand. China was 
deprived of the advantages of buying in the cheapest market. 

Mr. Overlach’s definition of spheres of interest and of the 
spheres of influence which followed them is, we think, incomplete. 
The contrast is not between an exclusive right to exploit on the 
one hand and a certain degree of control, short of a protectorate, 
on the other, but between the exercise by a single Power of a 
monopoly right of exploitation and a preferential right of exploita- 
tion on terms not less favourable than those offered by others. 
The latter was not an unreasonable stipulation. It safeguarded 
the right of China to obtain the money or commodities she 
required at fair market prices. It protected the lending cou: try 
against its credit being used to support the industries of anc • )r 
foreign Power and ensured an effective demand for its own com- 
modities, provided these could be produced as cheaply as else- 
where. Nor was this policy, as Mr. Overlach ]'X)ints out, nec ' 
sarily opposed to the policy of the open door, provide<l the neces- 
sary control was kept within reasonable bounds. 

The financial policies of Great Britain, Eussia, France, Japan, 
Germany and the United States are separately discussed. The 
analysis of the various loan agreements is fairly clear, but the 
detailed information is confessedly incomplete. More than once 
the author confesses that he has not seen the agreement about 
which he is WTiting. The style throughout is cumbrous and 
involved, and no very clear or definite impression is left upon 
tiie reader’s mind. Mr. Overlach has evidently read extensively 
on China and quotes freely, but it does not a]>pear that he has 
had access to imich information at first hand, and the result 
suggests compilation rather than comjx>sition. 

Upon the whole the account of British relations with China 
is the most successful. “British control,” he says truly, “is 
essentially financial and non-iM)litical.” The foreign policy of 
Great Britain in China is founded upon “the old traditional 
laisser-fairc and free trade principles which have made the 
Empire great,” and he has no diflicnltv in showing that the policy 
of non-interfcrence, and, it may be added, the tendency of British 
finance to assume a cosmopolitan character which has at times 
been criticised as suicidal to British prestige and British finance, 
“has by no means handicapped the tremendous growth of British 
railway interests in China.” 

We have not space here to deal with the chapters on France, 
117.— VOL. XXX. ^ 
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Russia and Japan, except to say that in his criticism of Russia 
Mr. Overlach appears to us unfair. He refuses to make any 
allowance for Russia’s natural and long-cherished desire for an 
ice-free outlet to the Par East or her pride in the gigantic 
railway enterprise which reduced the journey from Paris to 
Peking to eleven days. The sorrowful catastrophe which has 
befallen our Russian ally should not make us unmindful of the 
benefits she has conferred upon the world and may yet confer 
again. 

It is when he comes to deal with the United States that our 
author finds himself at home. ‘‘The United States,” he asserts, 
“is the only great nation that lias maintained throughout its 
relations with China a consistent attitude of unselfishness.” It 
is not from any desire to question the general truth of this state- 
ment that we venture to take exception to one of its terms. 
Until late in the nineteenth century Anierica’s foreign interests 
may be described as negligible. She had no inducement to meddle 
in foreign affairs. But times have changed. Events have drawn 
the United States away from her traditional policy of isolation 
and cast upon her the responsibility for large and direct inter- 
ference in the affairs of countries other than her own. The 
Iiolicy of the past and the policy of the present are thus 
brought into sharp conflict, but “unselfish” seems to us as in- 
appropriate a description of the first as “selfish” would be of 
the second. It is true that the foreign jx>licy of the Powers is 
dictated and foreign finance governed by considerations of national 
advantage and profit. There is no reason to believe that the 
policy and finance of the United States offer any exception to 
this rule, and we venture to think that it would be unfortunate 
if it did — for China as well as America. “I have never known 
much go(xl done,” says Adam Smith, “by those who affected to 
trade for the public good. It is an affectation, indeed, not very 
common among merchants.” The true policy is the open d(X)r 
in China, and if the United States sticks to that all will be well. 

The chapter on “International Control ” is confused, aud even 
the quotations are unsatisfactory. It is imixissible for anyone 
w'ho is not acquainted with the facts to follow a narrative in 
which British Government Blue Books, the China Year Booky 
the Far Eastern Review, and Mr. Willard Straight’s Chinas 
Loan Negotiations are all cited as apparently of equal value. And 
anyone who does know what weight to attach to these various 
authorities probably knows more than this book can tell him. 

Mr. Overlach’s conclusion is that non-interference is no longer 
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a practical policy, nor is it a policy calculated to promote China’s 
own interests. The alternative would appear to be the substitu- 
tion of international co-operation for international competition, 
the financial necessities of China being supplied under conditions 
involving the minimum of foreign control by an international 
consortium of bankers acting under the joint supervision of the 
Great Powers. 

For the sake of so sound a conclusion we may well overlook 
the occasional defects of a not very satisfactory book. It is fur- 
nished with an extensive bibliography and an exiguous index. 

C. S. Addis 


The Trade Relations between England and India (1 GOO-1896). 

By C. J. Hamilton, M.A. (Calcutta : Thacker, Spink and 

Co.) 

Professor Hamilton has done a useful piece of work in this 
survey, which tells the story of the commercial i)enetration of one 
country by another. With the momentous political results the 
author is not directly concerned. He has confined his attention to 
the refutation of the distorted account of its economic effects pre- 
sented in such works as Mr. E. C. Dutt’s Economic History of 
British hidia and Mr. W. Digby’s Prosperous British India, The 
latter is the more reckless of the two writers. He believes that 
“possibly since the world began no investment has ever reaped 
the profit reaped from the Indian plunder,” that “the plunder 
of Plassey ” made possible the commercial utilisation of “Har- 
greaves’ ingenuity and Watt’s genius,” and that “the British 
Government . . . deliberately strangled Indian manufactured 
exports, and thereby gave English enterprise an opportunity to 
obtain a footing, which, once obtained, has led to the whole 
country being covered with the product of English looms.” The 
result of our misdeeds has been that “there is now no capital 
left in the country, nor even enough for the common needs of 
decent folk.” Mr. Dutt presents the same indictment in more 
moderate language. “India in the eighteenth century was a great 
manufacturing . . . country, and the products of the Indian 
looms supplied the markets of Asia and Europe.” English states- 
men discouraged the import of Indian cotton and silk cloth “in 
order to encourage the rising manufactures of England.” Their 
“policy was to make India subservient to the industries of Great 
Britain, and to make the Indian people grow raw produce mainly 
in order to supply materials for the looms and manufactures of 
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Great Britain.” The period during which this policy is believed 
to have been chiefly pursued consists of the closing decades of 
the eighteenth and the opening decades of the nineteenth century. 
It is further alleged that, when protection ceased to be useful 
to Lancashire and free trade was adopted, the latter was forced 
upon India in order to prevent the revival of its manufacturing 
industry. 

“Economic penetration” has become a term of ill repute on 
account of the part it played in the Pan-German programme. 
But it is a natural, and should be a beneficial, incident in the 
relations between a country in a backward, and one in an advanced, 
stage of economic ])rogress. Any country which makes use of 
foreign capital and brain power must pay for these services. They 
are ultimately paid for in goods, and it is only begging the question 
to label the payment as “tribute” or “drain.” 

It is imi)ortant to remember that before 1765, when the East 
India Company became responsible for the revenue administra- 
tion of Bengal, it was incapable of imposing a commercial policy 
on any part of India. In the seventeenth century the charge it 
had to meet at home was that its commerce involved a drain of 
bullion from England. In the first half of the eighteenth century 
the policy of the English Parliament was to use the tariff as an 
instrument for the protection of English woollen and silk manu- 
factures, and a further reason for high import duties was found 
in the need to raise revenue to meet the cost of continental wars. 
The wearing of Indian silks and dyed calicoes was illegal from 
1700 to 3824. But the Company could import plain muslins and 
calicoes for use in England, and all kinds of silk and cotton piece 
goods for re-ex{x)rt to the continent. In 1765 Indian piece goods 
intended for use in England were subject to an import duty of 
45 per cent, ad valorem. English statesmen deserve condemna- 
tion for using customs duties in this period to exclude Irish com- 
petition, because Ireland was subject to the British Crown. But 
their application of current economic theories, good or bad, to 
commerce with India was perfectly natural and morally justi- 
fiable. The effect on the hand-loom manufactures of Bengal must 
have been very small. The Company had never imported much 
cloth. It found its chief profit in the spice trade, and the piece 
goods it bought in Bengal were mainly exchanged for spices in 
the Malay Archipelago. 

The picture of a prosperous India before the advent of British 
rule is imaginary. Bernier, of whom Professor Hamilton might 
have made greater use, is a reliable witness. On his return to 
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Europe about 1668, after a twelve years’ sojourn at the Moghal 
Court, ho wrote to Colbert : “ The country is ruined by the necessity 
of defraying the enormous charges required to maintain the splen- 
dour of a numerous court and to pay a large army. ... No 
adequate idea can be conveyed of the sufferings of that |>eople. 
The cane and the whip compel them to incessant labour for the 
benefit of others.** If this was true when the Eiiqurc was still 
flourishing, one can imagine the state of the country in the half- 
century before Plassey when it was tottering to its fall and the 
Mahratta hordes were overrunning the land. Bernier warns 
(.Colbert that the production in India of fine cotton and silk cloth 
did not mean that the weaver w^as well off : “Nothing but sheer 
necessity or blow^s from a cudgel keep him employed ; he . . . 
feels it is no trifling matter if he have the means of satisfying 
the cravings of hunger and of covering his body with the coarsest 
raiment. If money be gained it . . . only serves to increase the 
wealth of the merchant, who in his turn is not a little perplexed 
to guard against some act of outrage and extortion.** It is fair 
to note that elsewhere Bernier writes in ecstatic terms of the 
natural wealth of Bengal and of its manufacturing industry. But 
the evidence given by Professor Hamilton (pp. 199-200) of the 
(conditions under which weavers worked in Bengal shows that they 
were the same as those described by Bernier as existing in 
Hindustan. Much criticism has been levelled at the system of 
advances to weavers adopted by the Company, and it did in fact 
jierpetuate glaring abuses. But the English only followed in the 
main native practice. Weavers in India, if put on work requiring 
the expenditure of the smallest amount of capital, had to dejxjnd 
on the receipt of advances from their employers. It is the same 
to-day, and the only alternative is co-operative credit. 

No Englishman can be proud of the administration of Bengal 
for a quarter of a century after we became responsible for its 
destinies. The government of the Company was distracted and 
vitiated by the fundaineiital divergencyc between dividends and 
duty to its subjects. We can now see that the assumption that the 
revenues of Bengal could be used like the profits of trade was mon- 
strous. But, bad as the theory was, its effect on Bengal and India, 
as Professor Hamilton proves, has been absurdly exaggerated. 
The surplus available for the jnirchase of goods for exfx)rt from 
India was in fact small. The Government w^as in chronic money 
difficulties, and the Bengal surplus was largely spent on political 
objects elsewhere in India. The drain to Bombay after Plassey 
replaced a drain to Delhi in the days of native rule. The use 
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of a small part of the surplus to purchase goods for England 
cannot possibly have produced the industrial revolution there, 
even if we add the “plunder of Plassey.” It is hard to justify the 
share of the indemnity exacted after that victory given to the 
Company’s servants ; and the failure to check promptly the abuses 
of their private trade and their receipt of presents according to 
the universal practice of the native officials, whom they gradually 
replaced, are not creditable. But Professor Hamilton has shown 
that the private remittances in bullion or in goods on behalf of the 
Company’s servants have been grossly exaggerated. That these 
abuses ruined a flourishing Bengal is untrue. 

Undoubtedly it suffered at this period from a scarcity of silver, 
and the fact is urged as a proof of the deadly effect of the 
“drain.” The capacity of India to absorb silver is an old puzzle. 
Bernier pointed out that, while there was an enormous influx 
of gold and silver into Hindustan, the inhabitants displayed no 
signs of wealth. He concluded that the precious metals were 
buried “in consequence of the tyranny of governors and farmers ” 
of the revenue, “a tyranny often so excessive as to deprive the 
peasant and artisan of the necessities of life and leave them to 
die of misery and exhaustion.” Hoarding no doubt was rife in 
the troublous times before 1765, and till 1773 our control of the 
administration was in fact very small. The evil was aggravated 
by the stoppage of bullion remittances from England, France, 
and Holland. So far as the failure of English remittanc/e was 
due to misuse of part of the revenues of Bengal for trade pur- 
poses, blame can properly be awarded. But the economic effects 
of that misuse have been much exaggerated. 

To return to the main charge that England deliberately 
destroyed the flourishing cotton and silk manufactures of Bengal. 
I’he tarilT was used in the second half of the eighteenth century 
to protect English manufacturers. But before the Napoleonic wars 
the duties were not crushing, and an excise duty on English piece 
goods was imijosed in 1784. The Company appears to have received 
a considerable drawback on re-export. From 1771 to 1909-10 the 
value in millions of pounds of the sales of imf)orted piece goods 
amounted to tlie following yearly averages ; eight years ending 
1778, 16‘6 ; seven years ending 1785, 11*2 ; seven years ending 
1892, 15*1; four years ending 1896-97, 23*1; six years ending 
1902-3, 24*2; seven years ending 1909-10, 13*6. The fluctua- 
tions in the first three periods are not to be explained by tariff 
changes, which were not large. The period of war duties began 
in 1797, but imports only collapsed about 1806. The competition 
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of English macbino-raade piece goods seems to have begun twenty 
years earlier. Even in 1787 seventeen-twentieths of the imports 
were for re-export, and the Company continued the import after 
it had ceased to yield any profit. It is legitimate to argue that 
Great Britain should not have treated India in fiscal matters as 
a foreign country, but it is unfair to ascribe to policy what was 
in fact the inevitable result of competition between machinery 
and the hand-loom. It seems doubtful whether protective tariffs 
really hastened the victory of superior means of production and 
of workmen possessing the qualities that pay in machine-driven 
industry. Ignorance could be the only excuse for overlooking 
the fact that the demand for the fine cotton and silk cloths of 
Bengal largely depended on the existence of a great Empire with 
courts at Agra, Delhi, Lahore, and Kabul, and that that Empire 
was ruined long before Plasscy was fought. The allegation that 
the encouragement of the reeling of raw silk in Bengal was not 
only intended to benefit English silk manufactures, but was 
deliberately designed to stamp out Indian silk weaving, is untrue. 
As regards their home market, the English silk weavers required 
no fresh protection, for the wearing of Indian silks in the United 
Kingdom had been prohibited sixty-five years before the Diwani 
of Bengal was ceded to the Company. It could alw^ays import 
silk goods for re-export, and after the prohibition of sale for 
English use was abrogated in 1824 the trade in silk piece goods 
for the English market became a growing one. 

Professor Hamilton devotes his last chapter to the establish- 
ment of free trade, and in this coimection discusses the excise duty 
on Indian cotton yarns imposed in 1896. It represents a kind 
of blunder which English statesmen as a rule only commit under 
pressure, for it sacrificed to theory every consideration of ex- 
pediency. The import duty on cotton cloth was so low, and the 
extent of competition between Indian products and the finer piece 
goods of Lancashire so slight, that no countervailing excise duty 
was required. It may be doubted whether a duty of 3J per cent, 
had much effect one way or other, but the critics of Government 
were presented with a grievance. Educated Indians are protec- 
tionists, and it is useless to point out to thejii that the duty was 
only the application of an economic theory in which they do not 
believe, and the continued application of which to India they 
hope to prevent. 


J. M. Douir 
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The Housing of the Unskilled Wage-earner, By Edith Elmkr 
Wood. (New York : The Macmillan Company. 1919. 
Pp. 321. Price $2.25.) 

The Little Town, By Harlan Paul Douglass. (New York : 
The Macmillan Company. 1919. Pp. 258. Price 6s. 6d, 
net.) 

New Town, By W. E. Hughes, M.A. (London : J. M. Dent 
and Sons. 1919. Pp. 141. Price 2s.) 

These three books deal from different points of view with the 
improvement of towns. In Neii> Town (“A Proposal in Agricul- 
tural, Industrial, Educational, Civic and Social Reconstruction*’) 
we have the description of a practical scheme for founding a new 
country town in England. The plan is more ambitious and more 
pleasing than in the case of garden cities, and is strongly idealistic. 
Whether the combination of individual freedom and corporate 
government, of industry and agriculture, of town and country 
pleasures will draw and maintain a population, remains to be 
seen ; and on the nature and social spirit of the inhabitants will 
depend the realisation of the ideals of its founders. Ijimitcd as 
it is to some 3,000 acres, of which the greater part will be agri- 
cultural, the township may serve as a refuge or as an example, but 
cannot do much by itself in relieving congestion and dispersing 
population. 

The Little Town is a description of typical country towns in 
the United States, of a size which would only let them rank as 
populous villages in England. They appear to be ugly, without 
plan, with very imi)crfect local services and with local adinjnistra- 
tions which are unwilling or unable to improve them. Tliey fail 
to be centres of trade and civilisation for the farming neighbour- 
hoods surrounding them, and they ape without success the habits 
of cities. The autlior has a missionary spirit, and would alter 
their physical appearance and the mental outlook of the inhabi- 
tants till they performed their tnie function in country districts. 
The book will be of considerable use to modern students of 
economic developments, since it describes with insight the origin 
and nature of a country ]x)[)ulation of which wc know very little, 
which economic causes have brought into being in recent times. 
The points of contrast and resemblance between these towns and 
English villages form an interesting study. 

The difficulty of providing satisfactory houses at a rent which 
the unskilled workman is able and willing to pay appears to be 
nearly as great in the United States as here, except that there 
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is no complaint of scarcity of material and labour. In the first 
book named above the problem is discussed ably and thoroughly, 
with careful accounts of the plans that have been suggested or 
carried out in the United States or elsewhere. The need for a 
new departure is supported by the following statements (abbre- 
viated), on the authority of Mr. Nolen : (1) The minimum desir- 
able house cannot be provided even under favourable conditions 
for less than $1,800 or $2,000. (2) A house costing that sum 

cannot be offered on an economic rent for less than $15 a month 
(that is 9 or 10 per cent, gross on capital). (3) Unless a work- 
man with a normal family of wife and three dependent children 
has an income of $15 a week, he cannot afford so much rent. 
(4) More than one-half of all workmen receive less than $15 a 
week. The author believes that there is no escape from the logic 
of these facts. But, first, 10 per cent, gross, which is taken as 
corresponding to 5 or 6 per cent, net, allows a wide margin. 
Secondly, the majority of workmen arc not living in new houses 
built at so high a cost. Thirdly, of the supposed half that have 
less than $15 weekly, many may be in districts where rent (in- 
cluding rates) is low. Fourthly, the normal family of three 
dependent children is not (in Fjngland) common; for example, 
in Northampton in 1913 in only 10 per cent, of the working-class 
households was the man the sole earner with three or more 
dependent children, and the corresponding numbers for other 
towns were under 20 per cent. Hence we are not driven to the 
conclusion that half the wwking-class population is badly housed. 
It should be added that “the minimum desirable house” means a 
conventional, not absolute, minimum, and that the amount that 
can or will be paid for rent out of $15 a week depends on the 
standard of living in other respects attained, which is again con- 
ventional, and on the relative value that a man puts on improved 
housing accommcKlation and on other goods. The author does 
not, however, doj)end on this argument alone, but shows that in 
New York and elsewhere private enterprise has not provided 
enough tenements, that satisfy the lowest requirements of sani- 
tary laws, at a price which unskilled men can and will j>ay. The 
remedy proposed is a national housing scheme, self-supporting, 
in which the Central Government shall issue bonds to a very large 
amount at 3 per cent. ; these shall be used by the separate States, 
each of which will have a housing fund and will issue bonds at 
4 per cent, to an amount equal to the national bonds; these 
together will furnish 80 per cent, of the capital required in a 
municipal town-planning or housing scheme. The object is not 
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only to provide the capital at less than the commercial rate, but 
also to ensure that houses shall be provided on comprehensive and 
well-devised schemes and be of a satisfactory character. The 
author expresses great admiration for the pre-war housing policy 
of England, but she would hardly be contented with similar 
numerical results in the ambitious programme she proposes. 

A. L. Bowley 

The Equipment of the Workers. (London : G. Allen and Unwin. 

Pp. 334. 6s. net.) 

TifE sub-title of this work is “An Enquiry into the Adequacy 
of the Adult Manual Workers for the Discharge of their Eespon- 
sibilities as Heads of Households, Producers and Citizens, “ the 
inquiry being undertaken by the St. Philip’s (Y.M.C.A.) Settle- 
ment Education and Economics Eescarch Society of Sheflield, 
to which city as a whole it relates. The compilation was the 
work of a number of people and the editors prefer to remain un- 
distinguished. The method of the inquiry was to select a number 
of workmen and workwomen and to find out by personal visits 
and conversation what was their degree of education and culture, 
what their outlook on or interest in social or political questions, 
what their tastes and how they occupied their leisure, what their 
attitude to religious organisations. Four-fifths of the book is 
devoted to a selection of more or less detailed accounts of the 
individuals examined, partly with the intention of giving a com- 
posite view of the classes w'hose relative numbers form the statis- 
tical basis of the report. These accounts are human, and in some 
cases amusing, but it is doubtful whether they add much to one’s 
knowledge of working-class life or outlook ; they are coloured by 
the enthusiastic personalities of the investigators, who report on 
rather ordinary people thus : “ She strikes me as being awakened 
to the seriousness and splendour of life,” “Green, s|X)tty face and 
what seemed like a green, s[)(^tty soul.” However, the details 
serve to explain the principles on which the classification was 
made. 

408 men and 408 women were the subject of investigation ; 
they were so grouped as to age (under 25, 25-56, over 55 years) 
and house-room (three, four, five or more rooms) and sex that 
in each group they were about 1 in 250 of the adult working 
class of Sheffield. These 81G persons were selected, not as 
acquaintances of the investigators or attendants at W.E.A. or 
other classes, but “by some neutral, accidental or random method 
of approach”; it appears that the process of selection followe<l 
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was likely to give a random sample, though the description on 
page 39 is not sufliciently detailed to make this certain. 

When the questionnaires of these 816 persons were received 
they were classified as “well-equipped,” “inadequately equipped,” 
or “mal-equipped.” In Class I. were placed “those who, without 
any question, were fjir above the average in equipment,” the 
effective persons in labour, social or religious movements, and 
those who in obscurity were interested in books or music, or who 
had intelligent knowledge of affairs outside their immediate circle. 
In Class III. were placed all “who without question are far below 
the average in character or intelligence — or, as we usually found 
the case, in both.” They are mainly unskilled or casuals ; they 
have many vices and no virtues discoverable by the investigators. 
Classes I. and III. have positive characteristics, Class II. negative. 
They follow a leader, but initiate nothing; they are free from 
vice, respectable and self-supporting; they are just ordinary 
people, and the enthusiasts who undertook the inquiry despair of 
waking them from what they regard as their sleep. 

The whole value of the inquiry from the statistical point of 
view depends on the adequacy of this classification. It comes 
to be this : certain numbers of persons were found to have the 
positive quantities defined as above, and more clearly delimited 
from the verbal descriptions already described. Is it possible, in 
the great majority of cases, to decide clearly w-hether a man or 
woman has the attributes of Class I. or Class III.? It appears 
that the number of marginal cases is relatively small, and if w^e 
can get a clear understanding of the attributes we can depend 
on the results (subject to the hazjird of sampling) within a small 
but undefined proportion. The errors due to sampling are treated 
adequately, and sub-classification by age or house-room is not 
attempted because of the smallness of the numbers. The results 
are : — 

Mon. Women. 

Well-equipped 23^ + 2 per cont. 22^+2 per cont. 

Inadequately equipped 08J±2 „ 71 ±2 „ 

Mal-equippcd 8±liff G+iJn 

where ±2, etc., are the standard deviations from pure sampling. 
The authors use twice the standard deviation as the measure of 
roughness, and judiciously quote the results as “some two-thirds” 
inadequately equipped. 

That nearly one-quarter of the population should be in the 
first class and less than one-twelfth in the third is perhaps a more 
favourable result than would have been anticipu-ted. 

A. L. Bowley 
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Die Anjdnge des modernen Kapitalismus. By Luoo Brentano 

(Miinchen : Verlag der K. B. Akademie der Wissenschaften. 
1916. Pp. 199.) 

It is a pleasure to be able to review the latest, though not very 
recent, publication of one so long and honourably known to 
English economists as Brentano. The book before us is a 
Festrede delivered in 1913, and printed three years later, with 
three solid appendices. The whole is a contribution to what one 
may call that Sombartslreit which has occupied German 
economists from the first appearance of Sonibart’s Moderne 
Kapitalismus in 1902. Unfortunately, Sombart’s second edition 
(four volumes of which have recently come to hand here) only 
began to appear in 1917 ; so that Brentano is arguing with the 
earlier Sombart. A preliminary plunge into the four volumes 
shows that the earlier and later Sornbarts are not identical. A 
few of the slashing, one-sided, historical generalisations against 
w'hich Brentano’s close and well-sup}X)rted argument is directed 
are no longer found ; and there appear to bo traces of approach 
to Brentano’s position on certain points. Whether these are a 
result of this attack or not, there can be no doubt that Brentano’s 
weapon draws bloo<l from the earlier Hombart. 

The Festrede itself is devoted mainly to tracing the existence 
of capitalistic enterprise in Soinbart’s sense, that is to say, “enter- 
prises” in which the entrepreneur strives for limitless gains and 
not for a mere customary livelihood, during the centuries between 
400 and 1200 A.D., an age in which, according to the earlier 
Sombart, there was no such (mterprise. Capitalistic enterprise, 
it is argued, maintained itself at Byzantium, but was taken up 
in the West long before the fourth Crusade gave the plunder of 
Byzantium to the Venetians and the Eranks. Everywhere it is 
found at an early date in trade; because, whereas in primitive 
societies it is against good manners to aim at limitless gain from 
members of your family, tribe, or other “economic unit” 
{Wirtschaflseinheii), you may squeeze all you can out of strangers. 
It is found even earlier in war; since conquerors have never con- 
tented ihcinsclvcs with a mere customary livelihood at the 
expense of the conquered. Very early, also, is the actual loan of 
cash to those outside your “economic unit ” at usurious rates. 

Of these three forms of “capitalistic enterprise,” the first and 
third were developed among the Teutonic peoples in the early 
centuries, say 600--1200 a.d., by strangers. It was the second, 
war for unlimited plunder, w^hich was the home product, the force 
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which first broke down Teutonic N aturalwirtschaft ; and soldiers 
serving for pay and hope of loot were the first large group of 
wage-earners. Charles Martell beat the Saracens and William 
the Bastard beat the Saxons with hired armies. The thesis is 
developed with uncommon learning. 

In the Mediterranean cities meanwhile the hunt for gain in 
trade and the hunt for gain in w^ar went hand in hand. Both in 
South and North the merchant followed the armies and preyed 
on conquered Wirtschajtseinheiten without a pang of conscience. 
Lastly, in the Crusades, commercially-minded Venetians and 
Genoese see the limits to their gains still further withdrawn, and 
plunge in with zeal. The Crusades ])roduce Italian trading 
colonies in the Ijevant, and again the limit recedes. The Crusades 
bring in luxury trades, silk, cotton and velvet ; and the industries 
devoted to them in the West are the first to be organised on the 
outwork system {V erlagssystem) or in big workshops {Manu- 
fahtur), “Dor moderne Kapitalisrnus hat also im Handel, der 
Geldleihe und dem Kriegswesen seinen Anfang genommen ’’ 
(p. 48). That is the thesis. 

The first appendix deals with the conception and definition 
of the rather untranslatable Wiftschafl$cinheit\ and develops the 
view of the origin of the striving after unlimited gains in trade 
already referred to. It is |xuntcd out that, in relation to non- 
members, mediawal '‘economic units” most hostile to unlimited 
gains amongst members — gilds, for instance — had an unlimited 
appetite for privileges and monopolies; and always allowed their 
members to sell ‘‘in the foreign,” as we say in England, which 
might be in the next parish, at what price they could get. It 
was everywhere a crime to take usury from those of your blood ; 
but spoiling the Egyptians was a very ancient practice. 

The second appendix deals with the fourth Crusade, and under- 
pins the views expressed in the text. We see blind old Dandolo 
driving hard bargains with the Eranks, “tant con nostre coni- 
paignie durra,” ‘‘so long as we go shares in this venture,” like 
any other company promoter. He had no need to acquire the 
‘‘capitalistic spirit” or to lake lessons from anyone in “exploita- 
tion.” 

The third and much longest appendix (pp. 78-199) is called 
Handel, Puritanisniiis, Judeniiiin und Kapitahsmus. It is a 
critique of Sombart’s exaggerated estimate of the Jewish factor 
in the development of capitalism and of Max Weber’s rather fan- 
tastic notion (from which Sombart got the hint which he worked 
npon in his Juden und das Wirtschaftslcben) that the only true 
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“capitalistic spirit” is £he “ethically tinted striving for gain” 
of those English Puritans who gave the word “calling” its double 
flavour, theological and economic. Brcntano has no great 
difliculty in proving from the Bible and Bunyan and Benjamin 
Franklin and the Fathers, first, that Weber misrepresented the 
Puritans ; second, that the Puritans who made most of the duty 
of following one’s “calling” as a religious enterprise were mostly 
very humble folk — tinkers and such ; thirdly, that where Puritans 
had most capital, in Geneva and Amsterdam, this particular theo- 
logical development was not conspicuous; fourthly, that Richard 
Baxter does not stress the religious duty of work in one’s 
“calling” much more than St. Basil, St. Augustine, and St. 
Benedict, who also must have been filled with the true “capi- 
talist spirit ” if Baxter was — as Weber maintained ; and so on. 

As for Sombart’s teaching about how the desert put capitalism 
into the bones of the Jew, who was always looking into endless 
distances and fatally striving for limitless gains — Brentano calls 
it, quite rightly, far inferior to Buckle at his worst. Its asso- 
ciated suggestion that thenceforward the Jew was a sort of 
capitalism-carrying microbe is also combated. “Nicht wo Israel 
hinkommt, spriesst neues Leben empor, sondern wo ein wirt- 
schaftlichea Aufschwung stattfindet oder zu erwarten ist, da zieht 
Israel hin ” (p. 165). The causal relation is just the reverse of 
that postulated by Sombart. 

There is this about Sombart : he is an admirable intellectual 
gadfly. He has stung more German economists and historians 
into activity than any living writer. Not so many, however, in 
England as one could wish. Perhaps this entry of Brentano, 
whom we all know, into the Sombartstreit may provoke us. Som- 
bart’s second edition was in its third impression last year. How 
many copies of the first edition are there in English economists’ 
libraries? J. H. Clapham 


Co-operation in Many Lands, By L. Smith Gordon and C. 

O’Brien. (Manchester : Co-operative Union. Pp. 272.) 

The title of this little book — which is well worth reading by 
students of co-operation — does not quite fully reflect the nature 
of its contents. The authors do indeed review the co-operation 
of “many lands” — not by any means of all in which co-operation 
may be said to be well established. There is, for instance, not 
a word about the co-oi^eration either of India or of Japan, both 
of which are distinctly of interest. And the co-operation of 
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Eussia, which has had a truly magnificent development, might 
be held worthy of more mention than in one passing sentence. 
But the number of countries discussed is quite sufficient to suit 
the purpose in point. In writing of them the authors have, 
indeed, fallen into some little mistakes. Their main aim evi- 
dently is, out of the practice of co-operation so recorded to 
construct a theory of co-operation and establish a carefully pre- 
pared classification, which, purporting to be new, turns out only 
a slightly modified replica of the learned classification made by 
the late Schulze-Delitzsch, and further elaborated by his successor. 
Dr. Criiger, which has been generally neglected by modern, more 
practically-minded students as over-discriminating and carrying 
subdivision to excess. To what end should all this hair-splitting 
be? Co-operation of its essence should be one. Its various 
forms, adopted to serve certain distinct purposes, are intended to 
supplement one another. A carpenter is a carpenter, whether 
he work with a saw or with a plane. A traveller is a traveller, 
whether he travel by omnibus or by the tube. The difference 
between one traveller and another lies in the destination for 
which he is bound. In co-operation there are two distinct 
destinations. One is the emancipation of Labour by converting 
the wage-earning worker into a self-employer; the other is to 
cheapen living by co-operatively reducing price. Beyond these 
two immediate aims lies the common goal of brotherhood, which 
is to lead up to the co-operative commonwealth. The authors 
review rather too seriously the pleas put forward in the United 
Kingdom by those, at one time wrangling, brethren, now living 
peaceably, but still to some extent separately, beside one another, 
producers and distributors. Both are advocates’ pleas pro 
domo. Of the two sides, the fact that the producers explicitly 
recognise the indispcnsablcness of distributive co-operation, 
whereas the distributors will not hear of independent, not wage- 
paid, production, appears to indicate that they are the fairer 
of the two. The distributors, elated by their grandiose, most 
satisfactory, but, after all, easy success, ignore other aspects of 
co-operation — apart from the political one, which they have 
adopted from the Socialists rather than from the Trade Unionists, 
as the authors will have it. Of what their supremacy means, Irish 
agricultural co-operators have a tale to tell in the matter of 
dairies. Their production is necessarily limited to the consuming 
home market — supposing that they can attain to that “supre- 
inacy,” which at the Aberdeen Congress they distinctly claimed 
as their aim. In the United Kingdom, how^ever, we must un- 
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doubtedly lay our account with remaining an exporting country. 
After all, Schulze-Delitzsch’s oft-quoted simile must be taken to 
be correct. He described distributive co-operation as the indis- 
pensable “foundation** of the structure to be raised, with credit, 
which is to provide funds for the prosecution of agricultural and 
industrial production, as the “walls,** and production, the most 
difficult, but also the most emancipating, form of all, as the 
crowning “roof.** 

In reviewing the co-operation of various countries the authors, 
as observed, fall into a number of little mistakes, of which, how- 
ever, too much should not be made. Thus it is quite incorrect to 
say that in Italy Socialism predominates in the co-operation 
established in towns, leaving it to be supposed that neutral and 
“catholic** co-operation have the rural districts to themselves. 
Indeed, the reverse would be at any rate nearer the truth. For, 
apart from the great Alleanza of Turin, the co-<^perative stores, 
which stand for a good deal, are neutral; and they, of course, 
have their seats in towns. Also the Banche popolari^ which like- 
wise stand for much, are for the most part neutral, Vith a 
sprinkling of “catholic ** institutions among them. It is the 
contadini and the rural braccianti, and their unions located in 
such pronouncedly Socialist towns as Eavenna and Eeggio 
(Emilia), which make up the main of the Socialist force. The 
French term of ''capital variable/* again, has been adopted to 
prevent a society’s becoming a close corporation, like the Paris 
lunetiers. The sale of shares is not only forbidden in Belgium. 
In Italy it has led to great abuses — shares being sold at a higli 
juemiLim, wdiich, though legally justified on the ground given by 
the authors of accumulated reserve funds, is practically deter- 
mined by the rate of dividend paid, whicli, unfortunately, is still 
for the most part not limited. The references made to the 
“National** (ordinarily called the “Imperial**) and the “Neu- 
wied ** unions indicates a want of acquaintance with co-operative 
organisations in (xermany. And the authors arc scarcely fair to 
the several “catholic ** unions, the jiLstification of whose existence, 
despite their denominational character — which is certainly to bo 
regretted — lies in the peculiar conditions of their several coun- 
tries, which constitute a case of fiint ut sunt, aui non sint. To 
express a hope that in Belgium time may prove a “solvent** of 
the contention quite naturally existing between the Socialist 
unions (in towns) and the “catholic” of the rural Boerenbond 
in the country, is to own to an absolute want of familiarity with 
the conditions prevailing. The “catholic ** societies were formed 
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for the express purpose of combating Socialist propaganda ; the 
Socialist societies, on the other hand, have adopted Gambetta’s 
view that ** Le cUricalisme , voilii Vennemi.^' The “Catholics,” 
be it said, are not by any means as intolerant or as priestridden 
as their name and organisation appear to imply. Thus far, at 
any rate, they have rendered good service. 

The authors read our British distributive co-operators a very 
useful lesson in ]X)inting out that, in spite of much high falutin 
language currently in use, their co-operation is one of business. 
However, they a little underrate the power of the Wholesale Society 
to influence the business of the retail societies. The “Outline 
of the History of Co-operation ” given will be welcome to not a 
few readers. And the chapter on “Co-operative Finance” dis- 
cusses thoughtfully problems of present urgenc.y. Altogether the 
book is decidedly a valuable addition to cooperative literature. 

Hmnry \V^ Wolff 
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NOTES AND MEMORANDA 


Cost of Living and Wage Determination 

The general increase in prices throughout the world has 
resulted in computations of index-numbers by the official statis- 
ticians of most countries, and has raised in an acute form all the 
practical and logical difficulties that underlie the problem of 
making a single measurement of the change in the purchasing 
power of money. Since in Australia the legal fixation of the 
minimum wage depends on the level of prices, it is natural that 
there considerable attention has been given to the subject, and 
we should exjxjct that Mr. Knibbs, with his usual energy, would 
have considered the subject in its practical and theoretical bear- 
ings. In fact, in Report No. 9 of the Jjabour and Industrial Brandi 
of the Commonwealth Bureau of Census and Statistics (July, 
1919 ), we find not only detailed statements of the changes in 
prices^ wages, employment, etc., but also an afipendix of fifty-five 
closely-printed pages in which the theory of price-indexes is dis- 
cussed minutely. It is to this report that the references in the 
following paragraphs refer. ^ 

A convenient notation for the discussion is as follows^: At 
date A let Pi, P2 . . . bo the prices of units of commodities, 
QiyQ2 - • • the (juantities assumed to be purchased ; at a later 
date B, let 9b 52- • • stand for prices and quantities. 

Write ri=pi-rPi, etc., for the ratio changes of prices. 

The expenditure in year A is then QiPi-f Q2P2+ • • . = Ei-l-E2 
+ . . .= 57 ?, and in year B 91P1 + 92P2 + . . .-61 + 62 + . . . = Se. 

Since the ratios, r, are more exactly determinable than the 
quantities, Q, csi^ecially in wholesale prices, most of the work 
on the theory and practice of index-numbers has been directed to 
choosing commodities, ascertaining their price changes, and then 
considering how the ratios should be combined. It is well known 
that, for wholesale prices in times when change has not been 
rapid and special commodities have not shown abnonnal move- 

^ See Statistical Journal, 1919, p. 34.3, where some aspects of the problem 
are discussed. 
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ments in price, very little depends on the choice of weights, or 
on the choice of the base year in which for computation prices 
are equated to 100. American statisticians and Mr. Knibbs (pp. 
185, 207, etc.), apparently disliking the abstractness of this 
method and believing that the problem of measurement is capable 
of exact solution, are inclined to discard the use of ratios, and 
use the following direct method : The quantities, Q, are ascer- 
tained at a standard date either by estimates of the mass of com- 
modities used in the case of wholesale prices, or by working-class 
budgets in the case of retail, and SE is computed at this date. At 
a subsequent date the quantities are valued at the new prices, and 
Q 1 P 1 + Q 2 P 2 + ^^Qp is computed; prices are then said to have 
changed in the ratio SE : SQp, The resulting index is, of course, 
lOOSEr-rSE, and the method is simj)ly equivalent to weighting 
the price ratios by the estimated expenditure in the standard 
year. Writers who use this method have not, however, escaped 
the difSculties of weighting, for if a different base year had been 
selected, where the quantities were Q'l, Q' 2 , estc., the index would 
have become \00SQ'p-^ SQ'P (where, in fact, the price ratios are 
weighted by Q'lPu etc.), and the choice of a particular year has 
always been accidental (e.g., a year in which budgets were 
collected). Mr. Knibbs says (p, 208) : “With price-ratio methods 
we are working in the dark, and it can only be because of this 
that some economists have ventured the opinion that one may 
neglect weights altogether. This proposition arises from a wrong 
apprehension of the essence of the problem.” This statement 
follows paragraphs in which the difference between various 
methods is shown by illustrations involving only two or three 
quantities whose price changes are very diverse. Later (p. 225) 
we read that “the aggregate-expenditure or aggregate-cost method 
is alone valid.” Such a dogmatic stateijient is by no means 
justified by the algebraic analysis or arithmetical illustrations 
given, and it suggests that the writer has not appreciated the 
reasons which have led to other methods. The controversy is 
an old one, and it might have been ho])ed that the principles of 
measuring price changes in normal times were settled, and that 
it was understood that in the end the measurement must be 
approximate and that no definite number could be given as 
absolutely correct. 

A much more important question is the measurement of the 
change in the cost of living when the standard budget, established 
at one date, is no longer applicable owing to changed conditions 
of supply or of,,habits. So long as no radical change has taken 

I 2 
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place, the method formerly used of calculating the movement, 
first by the quantities at date A (SQp-irSQP), and then by the 
quantities at date B (Sqp^SqP), and then averaging the results, 
is likely to give a reasonable measure ; Mr. Knibbs suggests taking 
the average of the quantities for each commodity separately 
ilS{Q + q)p :iS(Q-^q)P), which is no doubt a good plan, but 
hardly, as he says (p. 219), “the only valid basis of comparison 
between two years in which the usage is different.” This is surely 
another case, in which there is no unique theoretically true 
method, and the test of validity is that different plausible methods 
give approximately the same results. Tlie practical difficulty in 
application is the determination of a second standard to give g, 
unless we can depend on estimates of changes of consumption of 
wheat, meat, etc. , for the nation as a whole ; for it is always a 
very troublesome business to obtain an adequate collection of 
budgets, and till equilibrium is attained the collection ought to 
be annual. 

When, as at present in the United Kingdom, the regimen has 
been substantially changed, by the alteration in the proportion 
of home and foreign meat, the shortage of sugar and eggs, and 
the substitution of butter and margarine, the method of averaging 
becomes unreal and may lead to absurd results. Mr. Knibbs 
apparently despairs of making any measurement in such cases 
(p. 229, xxvii., xxxiii.); yet some solution must be found, not 
only in Australia where wage determinations depend legally on 
the cost of living, but here also, where arbitrations and wage 
arrangements take it definitely into account. The existing method 
of computing the cost of a pre-war standard, based on a period 
in which sugar, eggs and butter were freely obtainable, is cer- 
tainly not valid at the present date. The problem is to deter- 
mine the present cost of a standard modified in detail, but giving 
the same nourishment and the same pleasure or satisfaction, as 
the pre-war standard. A method was suggested last May 
{StatMical Journal, May, 1919, p. 351) in which the change of 
standard was measured by the ratio of the present budget to the 
pre-war budget both at pre-war prices (SqP-rSQP) ; this ratio 
is a tentative measurement of the ratio of the satisfactions or 
pleasures obtained at the two dates, and is perhaps more in 
accordance wdth reality than a measurement based on calorics; 
and on a further assumption (loc. cit.) it is suggested that a pre- 
war wage multiplied by Sqp^SqP would afford the same pur- 
chasing power as before. In this there is evidently something too 
rigid; to take two commodities, suppose 2 lb. of butter at Is. 6d. 
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and 1 Ib. of margarine at 6d. (in all 35. 6d.) have been replaced 
by 3 lb. of margarine at Is. 4d. (inwall 4s.); the latter costs 4s. 
now iqp) and would have cost Is. 6d. (qP) before, and the ratio 
of satisfaction is Is. Gd. to 3s. Gd., or S/Tths. To replace the satis- 
faction derived from the former 3s. Gd., we should then have to 
multiply the 4s. by 7/3rds, obtaining 9s. 4d., which, of course, 
need not be spent on 7 lb. of margarine, but on milk to supply 
vitamines or jam or other comestible. This is an extreme 
instance, but it shows that the validity of the method depends 
on the averaging away of eiTors, and in analysing the process we 
come acioss many difliculties in the measurement of satisfaction 
which have no numerical solution. It may, however, be affirmed 
that when prices of commodities increase at unequal ratios, a 
purchaser can in general evade part of the injury by buying more 
of that whose price increases less than the average and less of the 
more appreciated ; if plum jam doubled in price and strawberry 
jam increased only 50 per cent., a housekeeper who had been 
buying them in equal quantities would now buy more strawberry 
and less plum. 

It is doubtful whether any algebraic process will give reliable 
results, and in fact the only practicable method at present appears 
to bo to frame a new budget of goods obtainable, and in fact 
purchased, by housekeepers with the same skill of adjusting 
purchases to desires as in the case of the earlier budgets. Instead 
of measuring the satisfaction by formula, we may recognise that 
it is subjective and a matter of opinion, and obtain from repre- 
sentative wwking-class women a budget which in their opinion 
would now give the same variety and pleasure as a selected 
budget of 1914, care being taken that the energy value is the 
same. The result would give a new conventional budget, the 
ratio of whose cost to the pre-war budget would give a rough 
measure, perhaps as accurate as any possible more refined measure, 
of the change of that vague entity “the cost of living.” Where 
economic theory yields insufficient equations and the refinements 
of mathematical statistics fail, we may still fall back on common 
sense to obtain an opportunist solution. 

A. L. Bowley 
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The Instability op Foreign Exchange 

With the prospect of inconvertible paper money in many 
countries for a considerable time, it is important to recognise 
that a high degree of instability of exchange rates is almost 
inevitable, and is not solely due to the continual increase of such 
money to which Governments have been obliged to resort. The 
question may be looked at from the point of view of very short 
periods, such jis day to day, or rather short i)eriods, such as a 
year, or over considerable periods of years. In each case a con- 
sideration of the circumstances leads to the conclusion that a 
high degree of instability is to be expected with inconvertible 
paper currencies. Taking the Anglo-American exchange, for 
instance, in the very short period, the position is apt to be that 
a number of people have undertaken a liability to pay so many 
dollars in New York by a certain date. Those who have taken 
this risk may be Englishmen, Americans, or even Frenchmen or 
Germans. Now if Americans have not purchased British goods, 
or stocks, or services to an extent sufficient to create a supply 
of dollars payable at the rate of exchange previously existing, the 
situation is not necessarily remedied by a further fall in the value 
of pounds in dollars. Prima facie, indeed, that fall makes the 
gap wider. If four million dollars are due to be paid, and 
Americans are due to pay one million pounds, if the rate were 
four dollars to the pound, that would clear the market. If the 
rate is three and a half dollars to the pound, however, there are 
not enough dollars obtainable with the million pounds, and com- 
petition does not tend to drive the rate up to four dollars, but, 
on the contrary, forces it lower and makes the impasse worse. 
It is like a “bear squeeze” on a stock market, when bulls ha\e 
been caught short. 

Fortunately there are mitigating circumstances which may 
generally be reckoned upon to prevent the rate falling away 
indefinitely; but it is important to note that the mitigations do 
not act as promptly as might be desired, and the fundamental 
instability is the dominating fact. The mitigating factors are 
mainly three : — 

(1) Stocks and shares held in England fall in dollar prices and 
become more attractive for American purchasers. 

(2) Loans in dollars can be effected at some rate of interest 
or other. 

(3) Part of the day’s demand for dollars is in connection with 
new business which may be cancelled. 

As to (1), it has to be noted that if the stocks and shares pay 
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interests in pounds, a fall in value arising in this way must exceed 
the fall in the exchange rate before purchase by Americans 
becomes attractive, unless the lower rate is expected to be 
temporary. 

If this expectation exists, the scope for fluctuation is limited, 
but if “temix)rary” does not mean a very brief duration, an 
expectation of ultimate improvement in the exchange will not 
have much influence, because the market for stocks is mainly 
speculative, and no one will buy stocks to-day, even though they 
have fallen, if he expects a further fall very soon. 

Similarly, there is a difficulty about loans. A banker cannot 
afford to lend dollars on the security of pounds if he expects a 
further fall in the value of pounds. It means that he is taking 
the risk of being squeezed later on. 

The cancellation of orders for American goods also is liable 
to be prevented if there is an expectation of a further fall in 
exchange. Likewise the placing of orders by Americans for 
British or other foreign goods affected by the sterling exchange 
is liable to be delayed until dealers think that dollar prices have 
touched bottom. 

The same delaying tendency affects other foreign markets in 
some degree. Those who owe money to England delay payment, 
in spite of favourable rates for remittance, so long as they think 
that still more favourable rates may be obtained in the future. 
Thus it comes about that a fall in exchange, once begun and 
having some substantial cause, brings about conditions which 
lead to a further fall, and no quick remedy occurs. 

In the longer period, such as a year or two years, the influence 
of relative demands for goods and services will tell, but still it 
is comparatively short-period demands and supplies with which 
one is concerned. Large changes in the sources of supply can 
be effected only over periods of many years, and the degrees of 
inelasticity may be considerable over periods of one or two years. 

Some approximate idea of the great scope for fluctuation in 
exchange rates over such periods may be obtained by means of 
mathematical formuUe showing the bearing of these elasticities 
on the rate of exchange of monies in abstract simplified cases in 
which one commodity represents exports for each country. The 
question is somewhat similar to that of a protective tax dealt with 
by the writer in Vol. XVII. of the Economic Journal (p. 98), 
and further discussed by Professor Edgeworth (Vol. XVIII., pp. 
392 and 541), and the same notation may be used. Taking, for 
the present, two countries only, each exporting one commodity, 
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let tti and 02 be the quantities exported by each (and imported, 
therefore, by the other), and let the supply and demand curves 
be— 

England. America. 

Demand y=Mx) 

Supply y=Fz(x) y=F^(^) 

Let R be the ratio of exchange of money expressed as the 
number of dollars to the pound. 

Then we should have the following equations to determine R — 

F 2(0,2) 

and aj2{a2) = a^F^ia^) or aj^{a^) = a^jFgK)* 


A measure of the sensitiveness of /J to a small change of the 
conditions may bo found by considering the elToct on R if a small 
new additional payment of Z dollars has to be made, which may 
be conceived as an old loan falling due, the shape of the demand 
and supply curves for commodities remaining unaltered. 

The units of quantity and price are arbitrary, and may be 
selected so that ai = a2 — i and R —1 in the original state of 
equilibrium. The intnxluction of an additional payment of 
Z dollars affects the third equation in this way. ^J^he English 
sellers receive 02/2(02) dollars for the goods they sell, but the 
amount available for purchase of American goods is that sum 
less Z. 


Therefore 03/2(02) - aiEi(ai). 

dR 

From this and the other two equations we can determine-^ 


when Z~ 0 . This can be expressed in terms of the (X)efficients of 
elasticity of the curves of supply and demand, but the inverses 
of these coefficients arc more convenient. Moreover, the co- 
efficients for supply curves arc negative, and it is easier to com- 
prehend the meaning of the formula if we take the negative 
inverse of Marshall’s coefficients of elasticity for the supply 
curves, which will always be positive. Call these inverse co- 
efficients d for English demand (i,e, and d for 

V fiioi) ) 

American ^ 9 = — For the supply curves we take s for 

the English and <r for the American 

dR ^ ^ . Zl 

when Z=lis l+<r 4, 1-9 
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d,S,s and cr are all positive, and it is clear, as might be expected, 
that normally the introduction of Z causes R to diminish, but 
circumstances are possible in which the effect might be the 
reverse. The magnitude of S, which measures the inelasticity 
of American demand, is important. If 8 is greater than unity 
to a sufficient extent, curious results might follow. When, how- 
ever, American demand is comparatively elastic, or near unity, 
d and a are the important factors in the expression, especially d, 
as the value of cr tells both ways. If d be large, i.e., British 
demand for American goods very inelastic, the rate falls very 
rapidly with a very small unfavourable disturbance.^ 

In the short or comparatively short period, supply curves will 
have a distinct degree of inelasticity, i.c., s and <t will be magni- 
tudes comparable with d and 8. It may be noted, however, that 
a uniform rate of supply prices would be represented by 5 = 0 
and o- = 0, and the expression would become 

-1 


If, in that case, American demand were the shape of a rect- 
angular hyperbola 0*.c., 8~1), the expression reduces to -rf, and 
the rate of fall of exchange would be exactly proportional to the 
inverse of the elasticity of British demand. 

The existence of other countries having trade relations with 
both England and America could be discussed by similar methods, 
but with more intricate forniuhr. For the present, however, all 
that need be said is that the existence of extremes of inelasticity 
of supply and demand is rendered less probable. 

A multiplicity of products of exchange likewise increases the 
chance that some of them will have com])aratively elastic 
demands, and violent movements of exchange rates such as have 
been experienced this year are not likely often to occur when 
more normal conditions have been reached, and there is not so 
great dependence of Europe generally on American sup])lies. So 
long, how^ever, as large repayments of loans, or payments of 
interest, have to be made on specific dates, there must be scope 
for speculative manipulation of tlie exchanges to the great dis- 
advantage of the debtor countries so long as the gold standard 
is not in existence and maintainable. Further, it seems likely 
that, in any event, considerable variability of exchange rates in 
paper money can hardly be avoided, even if war indebtedness 


* A contract alrocady made to pay dollars is equivalent to d— infinity. 
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were non-existent. The safeguard of a gold standard lies in the 
fact that gold is a commodity for which the short-period demand 
and the short-period supply are highly elastic everywhere. It 
is true that if gold is shipped in quantity to any country in settle- 
ment of debts, it raises general prices in that country; that is 
to say, the value of gold in that country is reduced, just as in 
the case of other commodities. The important }X)int, however, 
is that the change of general price-level is slow compared with 
the change produced in the price of any ordinary article of trade 
when the quantity offered is increased, and this slowness prevents 
the possibility of bull and bear operations in the short-period 
market. It is probably safe to say that no one ever buys or sells 
gold with the consciousness that its value is going to be influenced 
by the operation. Practically, therefore, the existence of adequate 
stocks of gold available for export means, in the above formula, 
that d, 8, s and <r cannot be of a magnitude implying highly 
inelastic short-period demand or supply curves for the totality of 
imports and exports, and the less violent movements of inter- 
national ratios of exchange, which dei>end on comparatively long- 
period factors, alone are possible. 

In conclusion, it may be remarked that the violent break in 
American exchange which has taken place is probably not a bad 
thing to happen once, just to cnmpel traders and the public to 
realise the position. The inference, however, from theoretical 
considerations, appears to be that we must recognise that, in 
present circumstances, individual interests do not coincide with 
national interests in the matter of buying from America. Any 
advantage to an individual who desires to have something quickly 
which he cannot procure, at the moment, except from America, 
may be far less than the loss which his action causes to others in 
depressing the exchange and compelling them to pay dearly for 
the goods which they buy. The position of maximum advantage 
is not reached by leaving things alone to settle themselves. The 
check to imports, which is, of course, produced by means of the 
fall in exchange, is only obtained by a heavy tax — in favour of 
America — on those imports which have to be obtained from 
America, and this tax can be partly avoided if the British Govern- 
ment itself imposes restrictions on imports. 

C. F. Bickerdikb 
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The Monetary Economy of Bolshevism. 

The monetary system of capitalist society is certainly not an 
ideal one. Money has too great an influence in economic life. 
The aim of economic life is consumption, and production is obliged 
to accommodate itself to it, as it has done ever since primitive 
times. However, in proportion to the development of modern 
capitalism, another factor has been developed, which has obtained 
an undesirably great influence on production, viz., the monetary 
system. The quantity of existing money (or credit) has too 
important a rdle in the determination of the quantity of produc- 
tion. This sometimes has very disagreeable consequences; but 
there is another quality of the monetary system which obviously 
is still more unfavourable, and that is that money has not a fixed 
value. The consequence of this is the constant fluctuation of 
the level of prices. This necessitates a proportionate change of 
wages. This change cannot take place without embittered fights 
between employers and wwkrnen, and it is quite superfluous to 
describe the well-known drawbacks of these fights to production 
and to economic life generally. The present monetary system 
is, indeed, one of the weakest points of capitalism. 

The enemies of capitalist society have used this weak point 
of capitalism for their own purpose. In tlie theoretical campaign 
of Bolshevists against the present form of society the attacks 
against our monetary system play a predominant r6le. 

The idea of the removal of the monetary system from economic 
life is not new, but it is only Bolshevism which has put it into 
practice. It has become one of the most elementary principles 
of Bolshevism and one of the most effective arguments of Bol- 
shevist propaganda. This fact gives a peculiar importance to the 
theoretical question whether it is possible to establish an economic 
system without money, or whether it is possible to substitute for 
our monetary arrangements an improved method. 

The method by wliich Bolshevism tries to carry out its scheme 
is to reduce ad ahsiirdum the present monetary arrangements, 
and then to build up, on the ruins of it, its own economic system, 
in which money will be replaced by labour- tickets. 

Up to the present there are two Bolshevist experiments which 
deserve our particular attention : those of Russia and Hungary. 
In each of these countries the first part of Bolshevism’s monetary 
scheme — the destruction of existing arrangements — had been 
carried out with siiccess, just as other parts of the Bolshevist pro- 
gramme in which they endeavoured to destroy only and not to 
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build. In destruction, the Bolshevists are perfect masters. Both 
the Soviet Governments have multiplied the quantity of bank- 
notes in such a measure that the continuance of this economy 
must necessarily lead to the devaluation and demonetisation of 
paper money. As regards the result, it comes to the same thing 
whether their doing so is in accordance with an aim-conscious 
scheme or it is merely a consequence of inevitable necessity. The 
latter supposition is the more probable. Even if they intended 
to keep the old-fashioned monetary system of capitalist society, 
they could not manage their affairs otherwise than they do at 
present. The only imi)ortant source of revenue of the Soviet 
State is the printing press. Therefore, they are compelled to 
follow an inflationist note policy, whether they like it or not. 
It is extremely characteristic of the skill of l^olshevists in the^ 
domain of propaganda that they are able to utilise even this 
unfavourable circumstance to the advantage of their agitations, 
thus giving them a popular theoretical basis. 

“Money cannot be abolished by decree. Those wlio think 
that one can repeal the monetary sysUun between one day and 
the next, such persons think, indeed, in an anti-Marxist manner.” 
These words were used by Bela Ivun to the assembly of the dele- 
gates of trade anions concerning the economic programme of the 
Hungarian Bolshevist Party. With these words he tried to excuse 
the financial policy of the Soviet Government wdiich — contrary 
to expectations — liad not carried out at once the abolition of the 
monetary system. He was right in so far that the thought of the 
repeal of money is entirely anli-^Iarxist. ]\Iarx himself was 
never an adherent of this scheme. In his work, Zur Kritik dcr 
PoUtischen Ockovomie, he styles the ]noject of a labour-ticket 
system “a rare Ttopia.” But this fact alone would not prevent 
the abolition of money as soon as possible. II is followers are well 
accustomed to neglect the ^Marxian doctrines if the interest of the 
Soviet regime requires it. Plowever, in the case of the monetary 
system, they found it convenient to remain — at least for the 
present — faithful to ]\larx. For, although it would not be at all 
difficult to issue a decree for the demonetisation of paper money, 
this measure would have soon brought wdth it heavy drawbacks 
to Bolshevism. The establishment of a laliour-ticket system 
w’oiild not change at all the general economic situation of the 
Soviet State ; it would neither improve production nor diminish 
the workmen’s claims. The Soviet Government w^ould be obliged 
to continue its inflationist policy, and this would entirely dis- 
credit the labour-ticket system. Besides, so long as the Soviet 
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regime is not stabilised, the majority of the population would 
more willingly accept the old bank-notes in payment than the 
labour-tickets. Tliis was the case in Russia and in PTungary, 
where the population had preferred the Romanov rubels and the 
notes of the Austro-Hungarian Bank to the notes issued by the 
Russian and Hungarian Soviet Governments. And, last, but not 
least, the realisation of the labour-ticket system supposes the 
entire equality of all wages. Therefore, it is obvious that the 
practical execution of the labour-ticket scheme, even from the 
point of view of Bolshevism, would be premature. 

Let us next examine its theoretical basis. The labour-ticket 
system of Bolshevism originates from the Marxian theory of 
value, according to which ‘‘the value of any article is the labour- 
time socially necessary for its ])roduction.” Tn other wwds, the 
"living costs of an average working family during the average time 
socially necessary to the |)roduction of a commodity gi,ves the 
social self-costs of that commodity. Tf we examine this state- 
ment from a mathematical t'^^int of view, supposing that the 
average workman’s daily output is /I, the workman’s family’s 
daily necessities are we get the following equation 

One labour-day ~ i - B + C -f 73. 

How’ever, this e<|uation would be true only in the case where the 
labour-time socially necessary for production of B quantity of 
foodstuffs, (/ (juantity of clothing, and D quantity of other goods 
needed by the workman’s family w’ould be just so much as the 
labour-time socially necessary for the [)roduetion of .1 quantity 
or, say, iron goods. And the probability of this case is unusually 
small. Incomparably more likely is the eventuality that the 
objects necessary to the life of the w’orkman's family claim either 
more or less labour-time than the commodity produced by him ; 
and that results in a departure from tlie theoretical formula. 

This difference would be enormously enhanced in practice. 
For, if the actual w’orkmen were to get for their ticket in respect 
of one day’s labour just so much goods as they have produced 
during a day, there would not remain anything for those classes 
of the [X)pulation wdiicli do not take direct part in production. 
The number of this class would increase, for socialised production 
needs a more extensive administration, l^esides that, there wmld 
be an unproductive class, composed of those w’ho are unable to 
work. The costs of living of these must be covered from the work 
of direct producers. The result would be that the exploitation of 
Workmen w^ould not cease with the death of ca]^italist society, 
hut it w’ould continue under coinimmism equally, 1'he only siih- 
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Nfetantial difference would be that the workmen would bo under 
one single exploiter — the State. This exploiter would be obliged 
to draw from the result of productive work the costs of .living of 
indirect producers and of the unproductive class. In consequence 
of this, the Ijibour-tickets could not be simple acknowledgments 
of the hours and days of work, and they must possess most of the 
qualities of money. They must play a much more important rdle 
in economic life than the simple mediation of the barter of human 
work and goods. This could be the rdle of labour-tickets only in 
the event of each workman receiving the whole counter-value of 
his work. For, if the result of the work were to be less than 
the quantity corresponding to the labour-tickets in issue, the 
State would be obliged to raise exchange-values. On the other 
hand, if the quantity were more than that corres)X3nding to the 
labour-tickets, the Soviet Government would be obliged to diminish 
them. The purchasing power of labour-tickets w’ould be just as 
inconstant as that of our money. The labour-ticket would not 
be anything else than the money of our society : a mandat over 
an uncertain and variable part of the aggregate of production. 

The workmen, whose greed w-as increased by rising of prices 
in the first period of Bolshevism, would try to transmit the burden 
of increasing prices to the other categories of workmen. The 
Soviet Government w'ould ahvays find itself betw^een the Scylla 
and Charybdis of the different trade unions. It would be obliged 
to be always issuing more and more labour-tickets in order to 
satisfy the wants of workmen, and to continue an inflationist 
policy, ending in the entire demonetisation of its new^ paper money, 
with a name such as “labour-tickets.” 

Thus the system of labour-tickets would by no means be better 
than the system of paper money. The device of a rejection of 
a monetary system is, like all other devices of Bolshevism, suit- 
able for winning the sympathy of the crowd, but incapable of 
bearing objective criticism. Paul Einzig 


Official Papers 

Board of Agriculture. Wages and Conditions of Employmenty 1010. 
[Cmd. 24 and 25.] Vol. I. General lleport by Mr. Geoffrey 
Drage. 

Board of Agriculture for Scotland. Interim Report on the Economics 
of Small Farms and Small Holdings in Scotland. [Cnid. 144. j 

Royal Commission on Agriculture. Interim Report. [Cmd, 473. J 
3d. Ditto Evidence. Vol IV. [Cmd. 445.] Is. 3d. 
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Royal Commission on the Income Tax. Fifth, Sixth, and Seventh 
Instalments of Evidence with Appendices. [Cmd. 288-5, 6, 7.] 

Report on Arbitration under the Munitions of War Acts^ 1914-18, 
House of Commons f 1919, 185. 

The twelfth of a series, bringing up to the end of 1918 the proceed- 
ings taken under the Conciliation Act of 1896. 


Coal Industry Commission. Vol. III. Appendices, Charts, Indexes. 
[Cmd. 361.] 6a. 


Report of the Empire Cotton Growing Committee. [Cmd. 523]. 
la. 6d. 


The Hoiising Problem in Germany. Keport prepared in the In- 
telligence Dcpartinent of the Loeal Government Board, la. 

Conditions of the Iron and Steel Works in Lorraine, in the Occupied 
Areas of Germany, in Belgium, and in France. Report of Com- 
mission appointed by the Ministry of Munitions, la. 


Report of Committee on Meat Supplies for the United Kingdom. 
[Cmd. 456]. 3d. 

Report on the Conditiofis and Prospects of British Trade in India at 
the Close of the War. [Cmd. 442.] 2a. By H.M. Senior Trade 
Commissioner, T. M. Ainscough, O.B.E. 

The Indian Industrial Commission has insisted that the Govern- 
ment in future must play an active part in developing India and 
making it more self-contained. The competition of the United 
States and of Japan with the United Kingdom for the trade of India 
is apprehended. 

Fifty-fifth Arinual Report of the Registrar-General for Ireland, 1918. 
[Cmd. 450.] 

There has been a slight recovery upon 1917 in the marriage-rate 
and the birth-rate; the death-rate, 18 per 1,000 of the population, is 
the highest recorded since 1900. 


Final Report of the Committee on Currency and Foreign Exchanges 
after the War. [Cmd. 464.] Id. 1919. 

“ We have found nothing in the experiences of the war to falsify 
the lessons of previous exj)ericnce, that the adoption of a currency 
not convertible at will into gold or other exportable coin is likely 
in practice to lead to over-issue, and so to destroy the measure of 
exchangeable value and cause a general rise in all prices and an 
adverse movement in the foreign exchanges.” Accordingly, the Com- 
mittee reinforce the recommendations made in their interim report 
(referred to in the Economic Journal, Vol. XXVllI. p. 456.). 



128 


THE ECONOMIC JOURNAL 


[march 


Report of the Committee appointed by the Secretary of State for 
India to enquire into the Indian Exchange and Currency. 
[Crnd. 527.] Qd. 1920. Minutes of Evidence. [Cmd. 528.] 
3s. Appendices. [Cmd. 529.] 2s. Index. [Cmd. 530.] 6d. 

[The causes in the rise of the price of silver — shortage of production (especially 
in Mexico), the demand of China, etc.— having been traced, it is recommended 
that the rupee should be e(iuated to 11-300016 grama of pure gold (ten rupees to 
the sovereign).] 

Bulletin of the New South Wales Board of Trade. Living Wage 
(Adult Males). 

A COLLECTION of docisions of the Arbitration Court of New South 
Wales, and other matter hearing on the relation between cost of 
living and a living wage. Mr. Justice Heydon decided that cost of 
living as a basis for a living wage cannot in times of war and uncer- 
tainty be measured by index numbers. 


Bulletin of the United States Bureau of Labour (Washington). 

No. 232. Wages and Hours of Labour in the Boot and Shoe 
Industry, 1907-10. 

No. 233. Operation of the Industrial Disputes Investigation Act 
of Canada. 

No. 254. This number contains a translation of Dr. Stephen 
Bauer’s Arbeit erschutz und Vblkergemcinschafl, under the heading 
‘‘International Labour Legislation and the Society of Nations.” 


The Nineteenth Financial and Economic Anjival of Japan, 1919. 

This report, like its predecessors, contains beautifully illustrated 
statistics as to national revenue, exports, and imports, etc. The total 
trade increased in 1918 over 1917 by 38 per cent., ever 1913 by 
167 per cent. The rise in prices up to 1817 appears from indi-x 
numbers based on fifty-one commodities to be much less than it has 
subsequently become. [The median of the fifty-one relative jirices 
— the fear 1900 being Imse — is for 1913, 130; for 1917 only 174. J 


Obituary. 

Lord Cunliffi^. 

Walter, first Baron Ciuiliffe of Headley, died suddenly but 
peacefully on January 6th, 1920. He will be remembered for the 
services he rendered bis country when the war broke out in 1914, 
as Governor of the Bank of England for the abnormal i>eriod of 
five years, and as one who was largely responsible for the 
economic clauses of the Peace Treaty. 

But, before his life and services are described, it may be 
helpful to say something about his family, for knowledge of the 
stock and environment from which he sprang seems relevant to 
a consideration of his career and character. The Cunliffes, Lan- 
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ca shire folk, first appear in the history of London banking about 
1821, under the style of Eoger Cunliffe, jun. and Co. In 1827 the 
name of Brooks is first seen joined with that of Cunliffe in London, 
and the Manchester banking firm (absorbed by Lloyd’s Bank in 
1900) of Brooks, Cunliffe and Co. represents the same connection, 
while about 1830 a firm of bill-brokers styled Eoger Cunliffe and 
Co. sprang from the same stock, and remains to this day. In 
1862 two of the Ciinliffes (the father and uncle of the late 
Governor) joined the Quaker, George William Alexander, as 
bankers and bill-brokers under the name of Alexanders, Cunliffes 
and Co. Thanks to their combined talents — George William 
Alexander had been the leading spirit of his firm since his 
eighteenth year — and to the failure of the rival firm of Overend 
Gurney, the ]>artner8hip was very successful up to the time of 
its dissolution in 1877. Thereafter tlie xMexanders went on under 
their own name, and Walter Cimliffe’s father and uncle became 
directors of the National Discount Co. 

Thus Walter Cunlific came of the authentic stock of the great 
race of English ])rivatc bankers which, with its Quaker connec- 
tions, had won fortune by integrity, economy and industry, rather 
than by brilliant strokes of international finance such as dis- 
tinguished the great financiers of the ’eighties and ’nineties. 
Born in 1855, and educated at Harrow and Cambridge (where he 
won the mile), he had in 1880 accpiired a love and experience of 
outdoor life, and means, or expectation of means, to enjoy it. At 
the same time, there was no obvious family business which he 
was bound to follow, that of his father and uncle having gone to 
a- limited company. But in 1880 he came to the ('ity, and began 
to acquire with thoroughness knowledge of the details, as well as 
the broad principles, of merchant banking and acceptance as prac- 
tised in London and now’here else. In 1883 he was able to start 
a small firm of his own, which in 1890 became Cunliffe Brothers, 
of White Lion Court, Cornhill. It grew in size, and did a careful, 
not large, merchant and acceptance business, chiefly with India, 
enjoyed the highest credit, and at the end of 1919 was amal- 
gamated with ^Icssrs. Fruhling and Goschen under the style of 
Goschens and Cunliffe. 

On the death of his father in 1895 Walt('r (hinliffe, the eldest 
son, inheriterl the property in Surrey, from which he afterwards 
took his title, and such a share of that millionaire’s estate as 
ensured him what Aristotle called “a necessary equipment of 
external goods,” apart from the profits of his own business. In 
the same year he, who always distrusted politicians, had become 
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involved in what brought him quite near, even in normal times, 
to public life ; he became a director of the Bank of England. It 
was certain, from the beginning, that when his turn came he 
would become Governor, and after the usual two years of service 
as Deputy, he duly succeeded another strong character, Mr. 
Alfred Cole, in 1913. 

Even the most conservative English bankers, and those freest 
from the entanglements of “internationar* finance, had been 
made aware, from the time of the American crisis of 1907 to that 
of the outbreak of the first Balkan War, of the growing com- 
plexity of the influences which could affect even solid England’s 
financial system. But few, even of tlu‘ most alert,. had thought 
out exactly how a first-class international crisis would affect the 
City. Thus when London, in July, 1914, nearly destroyed itself 
by its own financial strength, the course of events must have been 
at least as surprising to the Governor as to anyone else. He had 
to bear a great responsibility in circumstances which no one had 
precisely foreseen ; he was a relatively unknown man at the time, 
and he had neither the sort of experience nor the intellectual 
power which would have helped him to judge what really was 
happening. But he had other qualities which offset these dis- 
advantages. He was tliorouglily and deservedly trusted, he was 
brave and determined, he could and did take decisions quickly, 
and by adhering to them, even if they were not ideal, he inspircwl 
confidence. In recognition of his services he was the first to 
receive a jn^erage after the outbreak of war, and, in the opinion 
of the City, he deserved this honour. The actual measures taken 
by the Bank of England, and for which, by its constitution, the 
Governor i.s almost entirely responsible, were nearly all marked 
by practical sense and moderation, and were well designed to 
achieve definite objects in the recovery from the August crisis: 
and, for the reasons given above, the Governor’s personality con- 
tributed as much as the measures themselves to the success of th«' 
|X)licy supported by the Treasury. 

In the normal course J^ord (’unliff'e should Jiave retired from 
the Governorshi]) i]i 1915, but when that time came it was 
generally realised that his retirement would be a mistake, and he 
therefore remained in off'ice until the spring of 1918. During 
that period he visited the Allied oountries, and also, in 1917, 
accompanied Mr. Balfour's mission to the Lnited States. His 
policy as Governor of the Ihink in w'ar time was marked by the 
independence and caution which w’cre to he ex])ected in the 
descendant of a family of private bankers. It was also dis- 
tinguished by the desire to dominate, natural in one who had 
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always been his own master, and by an indifference to criticism 
not surprising in one of his independent position. He was blamed 
— it is hard to say with what justice — for neglecting to take 
violent measures to stop the fall in American exchange in 1915, 
and also for taking the violent measure of raising the l^ank-rate 
in 1016. He had a great dislike of s|)eculation of all kinds, and 
made enemies in consequence. His frequent abruptness of 
manner had the same result. But his friends were also numerous, 
and cherished for him a very real affection. 

After he ceased to be Governor in 1918, his zeal in the public 
service w^as not diminished. He went on an important mission 
to Spain, and presided over the Committee on “C’lirrency and 
Foreign Exchanges After the War.** Students of that Com- 
mittee’s report will see therein the marks of his j^ersonality, 
nKxleration, absence of sweeping change, a search for the most 
practical means of returning to the old conditions. When the 
Armistice came it was inevitable that the Government should 
make use of him again, and he became one of the three British 
delegates on the Commission to Consider Reparations. 

Over Lord Cunliffe’s activities in Paris, as over much of his 
activity during the war, the veil of official secrecy still hangs, 
and the present writer is unable to lift it. But Tjord Cunliffe’s 
general view’ of Germany’s ability to pay very large amounts in 
reparation, and of the desirability of making her do so, is no 
secret. And eventually this view’ triumphed, at least so far as to 
get itself embodied in the Peace Treaty, laird Cunliffe returned 
to London, and received many tributes of admiration for his 
public services. The final refxirt of his Currency Committee 
appeared near the end of 1919, and the Government at once 
adopted its most im|)ortant recommendations. Thus Tjord Cun- 
lilTc at the beginning of 1920 had much on which to congratulate 
himself. He knew that the value of his services to his country 
was appreciated ; he had made arrangements for the future of his 
own business which w’ere very well received in the C ity ; the 
(jovernment had accepted his ]X)licy in regard to currency ; the 
Peace Treaty, including tlie reparation clauses, liad been adopted ; 
and the Reparation (Commission had not begun to work. Febx 
^Pliortvniiatc mortis. L. 
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The issues of The Economic Journal for June, 1918, March, 
1919, and June, 1919, are now out of print. As a few additional 
copies are urgently required for the purpose of completing sets, 
the Secretary of the Royal Economic Society would be much 
obliged if any Fellows who can spare their copies of these issues 
would return them to the Assistant Secretary, Mr. S. J. Buttress, 
6 Humberstone Road, Cambridge. A payment of 5^. will be 
made for each" copy so returned. 


Mr. H. Phillips, of Merton College, who has been apix)inted 
Lecturer in Economics at the University of Bristol, took a first 
class in Modern History and a diploma, “with distinction,” in 
J^jConomicB and J Political Science, at Oxford. 


Mr. T. H. Jones, who was appointed last autumn to succeed 
Professor Maegregor in the Chair of Economics at the University 
of Leeds, was an alumnus of the University of Wales. He has 
been Assistant to Professor Conner at Liverpool, and to the late 
Professor Smart at Glasgow. Ilis books on The Tiy\plate Industry 
and on The Economics of War are well known. 


A Polish corres|)ondent writes: “The liberation of Poland 
has brought with it a great intellectual revival, and four new 
Polish universities have been founded — at Warsaw, Posen, Lublin 
and Vilna. In each of tliese universities several chairs are 
occupied by economists. It may be of great interest to English- 
men to learn that a renewed interest has been aroused in the 
study of classical political economy. The High Sidiool of Com- 
merce have published a translation of Ricardo’s Principles, while 
Adam Smith’s Wealth of Nations will appear in Polish shortly. 
These are not, however, the first translations. A Polish edition 
of Ricardo’s Principles was printed in Warsaw in 18*26. In 1811 
Knoske published in Vilna a volume of 298 pages containing a 
short account of Smith’s Wealth of Nations. In 1814 a short 
translation of Chaj)ter V. of Book IV. (the Digression concerning 
the ('"orn Trade and Corn Laws) was ])ublished in Warsaw. 
isVA'erthclcss, Englisli classical economy has not exercised hitherto 
ajiy influence on Polish economic thought. The work of Ricardo 
was never popular, and Adam Smith’s theories were only 
advocated at the time of the Congress, 1815-1831, by Mostowski, 
the Minister of the Interior, who advocated a free trade policy and 
was a great admirer of the doctrine of the Wealth of Nations. 
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He did not succeed in his endeavours, and Prince Lubecki's pro- 
tectionist system triumphed. It is to be hoped that the new 
translations of Smith and Ricardo will contribute to an intensi- 
fication of the study of economics in Poland.” 


Thk series of Oxford TracU on Ecojwmic Subjects is designed 
to present the leading principles of political economy in a simple 
form. No doubt it will be diflicult to obtain a hearing for the 
voice of reason in the present mood of the many. “So fiery is 
the ardour for action, so critical and threatening the present dis- 
content, so strong the tide of change, so high the hopes,” to use 
the words of the Introduction, wliich is signed by the Heads of 
several Oxford Colleges. They continue: “Those who would 
shrink from studying a standard book, or indeed any book, on 
economic science without a teacher (and very few can have ready 
access to oral teaching) should find the series within their com- 
pass. ... Of the first few numbers some will deal with the 
chief cx)Dception8 of the scnence. Thereafter the logical order 
of themes, as these are found in the standard books, will not be 
followed rigidly. The more usual approach will be that of th(' 
ordinary reader who turns fitfully to economics in his practical 
perplexities.” Among those who have promi8e<i to write, or to 
help in other ways— presumably by suggestions and criticism- 
are most, if not all, of the teachers of political economy at 
Oxford. There are also included distinguished economists bred 
at other universities, Professor D. H. Maegregor, for instance. 
The list of names lent cx^cupies the greater part of a page, ex- 
tending in alphabetical order from Professor W. G. S. Adam?? 
to Mr. Hartley Withers. Mr. John MuiTay, of Christ Chiirclj. 
Oxford, will act as Secretary. The publisher is Humphrey Aliifoni. 
The Oxford University Press, Amen Comer, E.C. 


It is pro|X)8ed to make an award this year of the John Henry 
Gartsido Scholarship, which is administered by Electors aj)pointe{I 
jointly by the Manchester Chamber of Commerce and the Univer- 
sity of Manchester. Candidates must send to the Registrar, 
on or before May Ist, evidence of good character and such testi- 
monials and record of their previous work, including evidence 
that they have a knowledge of tw^o modern languages besides 
English, of which German shall as a rule be one. Every scholar 
elected shall enter as a student of the University of Manchester 
for one session, after the date of election, for a course of study 
approved l)y the electors with a view to qualifying himself f^^ 
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going abroad to study commerce and industries. The remainder 
of the period of study, with such intervals or vacations (if any) 
as the electors may sanction, shall be spent by the scholar in the 
study of subjects bearing on commerce and industries in any 
approved country in Europe or in America, or partly in one of the 
above-mentioned countries and partly in others. Since its foun- 
dation in 1902, ten reports of Gartside scholars have been pub- 
lished, and important contributions have been made through the 
Foundation to the study of industrial and commercial organisation 
in other countries. 



RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

January, 1920. Fifty Years of Canadian Progress. E. II. Godfrey. 
Some Changes in the Distribution of the National Income dur- 
ing the War. J. E. Allen. “The wage-earning classes receive 
a larger share of the national income than they did before the 
war.” Important contributions to the subject by Prof. Bowley, 
Dr. Stamp, and others in the course of the discussion. Ex- 
pansions useful hi the theory of frequency distributions. A. 
Guldberg. The construction of frequency functions, arbitrary, 
yet related to the normal error-function is extended from one 
to two or more dimensions. 

The Round Table. 

March, 1920, biternational Financial Co-operation. A survey of 
the economic situation in different countries justifies the 
advice: “Europe must renounce its national hatreds, must 
tax itself, live hai’d, and rely as far as may be on its own re- 
sources.” More specific remedies are re^quired for the disordei* 
of the exchanges. Import of raw materials must first be mjide 
in order to make export possible. There is suggested the for- 
mation of a British (jompany to trade with Austria by way 
of branches which would parcel out their owm materials among 
Austrian manufacturers. The writer is “ in general agreement 
with Mr. Keynes' book ” as to the limitation of our claims upon 
Germany. The Growing Responsibility of Labour is evidenced 
by the industrial truce on the outbreak of wiu*, the retirement 
of the Triple Alliance from Direct Action, “ the calm and orderly 
presentation of facts” by Mr. Bevin when claiming Ifis. a 
day for the dockers, and by other incidents. Contrary appear- 
ances are accounted for by the disappointment of the hopes for 
a better time after the war, the confidence inspired by the 
greatly increased numbers of Trade Unionists, the settlement of 
old scores postponed by the war. 

The Quarterly Review. 

January, 1920. The Effect of a Capital Levy on Trade and Indus- 
try. H. Geoffrey Ellis. The valuation of all assessable wealth 
presents insuperable difficulties. Economy and increased pro- 
duction, without any variation of present methods of taxaiion, 
are recommended. Female Intemperance. A Skilled 
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Labourer. The evil is greater than appears from statistics. The 
Economic Future of the Scottish Highlands, J. li. Moukton 
Macdonald. 


Edinburgh Review. 

January, 1920. Industrialism in Wales. llEv. J. K. Morgan. The 
Welsh Miners do not respect the freedom of a non-unionist. 
They are paid more than educated ministers, sometimes as much 
as 30s. or 40s. a day. They are bent on destroying capitalism. 
Parliament and Finance. J. A. K. Marriott, M.P. Carefully 
thought out recommendations for the effective control of expen- 
diture by Parliament are strongly urged. Natiojialisation. The 
Editor. The State can subsidise particular industries from the 
produce of the remainder; but not all industries, unless it is 
more efficient than private enterprise. Which there is no reason 
to expect either from experience or from the character of Civil 
Servants. Mr. Cole’s plan of charging the Budget with any 
excess in the expenditure on mines over their yield would reim- 
pose the “ dead hand of bureaucracy.” “The only alternative 
to the freedom and elasticity of enterprise financed with private 
money is the monotonous tyranny of the bureaucratic State.” 

The Contemporary Review. 

December, 1919. The Plight of the Taxpayer. Bight IIon. Herbert 
Samuel. The taxation of war profits is advocated as just if 
leaving free, as an allowance for saving, say, £1,000 a year, not 
penalising thrift more than other taxes, as practicable and satis- 
factory to the working classes. It might bring in £1,000,000,000. 
The Problem of the National Debt. Prof. A. C. Pigou. 
'J’hough an internal debt like ours of, say, £7,000,000,000, does 
not involve any direct cost to the country as a whole, yet it 
threatens an indirect cumulative injury to production. A special 
levy would be less injurious to work and saving than the tradi- 
tional plan of iiitorest plus a small sinking fund. There might 
he a subsidiary impost on incomes derived from work, emphasis- 
ing the exceptional unique character of the levy. The apprehen- 
sion of a general slump in values and other difficulties are 
smoothed away. 


The Fortnighily Review. 

Keruuary, 1920. The Problem of the Currency. Prof. A. C. Pigou. 
Bank credits to the (xovernment were the prime cause of a rise 
in prices. High prices, attended by high wages, made an increase 
of ciiiTency. ” On pain of complete financial breakdown, the 
Government was (iompelled to allow bankers to purchase from 
them currency notes.” The melting and export of gold being 
prohibited, currency notes, though legally convertible, have 
become depreciated with respect to gold. The free export of 
gold cannot be safely permitted till industry and the general 
export trade have somewhat recovered. Even if convertibility 
of the notes were restored, prices would still be about 115 per 
cent, above the pre-war level, owing to the depreciation of gold ; 
the cause and cure of which do not rest with any one country. 
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The Nineteenth Century. 

February, 1920. Women in Industry. Gertrude Tuckwell. Arti- 
ficial restrictions on the com|)etition of women with men should 
be removed ; but mothers should he withdrawn from the labour 
market by allowances such as have been proposed by Mrs. 
Sidney Webb, or Mrs. Eleanor Rathbone, or Mr. Seebohin 
Rowntreo. 

Indian Journal of Economics (Bombay). 

November, 1919. A special number containin'^; the papers read at 
the first conference of the Indian Economic Association, includ- 
ing studies on village economics and rural life, the progress of 
co-operation, economics in ancient India, and other topics of 
Indian interest. Professor H. Stanley Jevons advocates 
“ economic development ” upon a “ scale hitherto undreamt of.” 
The present sound position of Indian finance is favourable to 
the project. Provincial loans and other sources are recom- 
mended. “Once the great ‘snowball’ of economic progress 
is well started on its path it will grow in weight and volume.” 


The Qmrterhj Journal of Economics (Cambridge, Mass.). 

November, 1919. The Preseiit and Future of the International Trade 
of the United States. F. W. Taussig. Among the questions 
discussed ore : How will inteniational loans affect trade between 
the lending and borrowing countries? What will be the future* 
course of prices? Prof. Taussig does not expect that the gold 
standard will be abandoned. A range of prices below that of the 
war period, but higher than the pre-war range, is predicted. 
Railroad Valuation by the Interstate Commerce Commission. 
Homer B. Vandkrblue. British Industry and the American 
Embargo. L. M, Sears. RefeiTing to old unhappy far-off 
things. A Division among Theorists in their Analysis of Profits. 
C. J. Foreman. Price-fixing and the Theory of Profit. Kemper 
Simpson. Debts, Revenues, and Expenditures arid Note Circa 
lotion of the Principal Belligerents. L. R. Gottlieb. 

The American Economic Reviexc (Cambridge, Mass.). 

December, 1919. An Adventure in State Assurance, A. J. Pills- 
BURY. The success of an experiment in California shows that 
“ the possibilities of insurance for the relief of human hardship “ 
have not been fully utilised. Suppression and Non-working of 
Patents. Floyd W. Vaughan. With special reference to the dye 
and chemical industries the compulsory working of patents is 
advocated. American Minimum Wage Laws at Work. Dorothy 
W. Douglas. The Cost of the War and how it was Met. E. R. A. 
Seligman. The direct money cost of the war to the belligerents 
is put at ^210,(X)0,0(X),(X)0; the greater part defrayed from loans. 
The Income Tax as applied to Dividends. Carl C. Plehn. 
Womcn*8 Garment-making Industries in New York. Harry 
Best. The agreementsS have not brought peace, only temporary 
truces. 
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Political Scieyice Quarterly (New York). 

December, 1919. The Flexibility of Prices. Henry L. Moore. 
From records of the production and the price of cotton for twenty- 
five years there is deduced an empirical relation between the 
change in production (x) and the change in price from year to 
year. Thus if there is no change in ar, y rises by 8 2 per cent. 

There is a secular trend in prices tending to increase by 8 2 per 
cent, annually.” Whether the farmers will benefit themselves 
by restricting the output, is investigated by observing di// da; , the 
“flexibility” of prices. With the aid of an empirical supply 
curve it is decided that “the farmers’ greatest profit will be 
obtained when they restrict their output 35 per cent.” Ab- 
senteeism in Labour. Paul II. Douglas. An investigation of 
the amount, effects, and causes of the loss of time caused by the 
absence of employees from their work for whole days or less; 
with suggestions of remedial measures. 

Journal of Political Economy (Chicago). 

November, 1919. Intensive Industrial Training in IVar-fimt'. A. 11. 
Wolfe. Accounting as an Administrative Aid. J. 0. McKinsey. 
Will Prices Fall ? H. G. Moulton. The organisation of labour 
and industry prevented a substantial decline in the months fol- 
lowing the Armistice. Whether “ the present vicious spiral 
price increases ” can be broken depends largely on the solidarity 
of those organisations. 

December, 1919. The Management of Labour. Sumner H. 
Slighter. The Marine Workers of the Port of New York. B. M. 
Squires. An Assessment Roll for the Income Tax. Carl C. 
Plehn. 

January, 1920. Problems of Budgetary Reforms. Henry C. 
Adams. War-time Industrial Employment of Women in the 
United States. A. B. Wolfe and Helen Olson. The records 
of American experience do not afford grounds for judgment on 
the employment of women in skilled industries and on other 
issues. It is not true that the war has caused a great improve- 
ment in women’s wages. The principle of equal pay for equal 
work is not carried out. Tlie future industrial position of women 
in America depends little on the changes occasioned by the war. 


The Annals of the American Academy (Philadelphia). 

November, 1919. The volume is devoted to The Railroad Problem. 
Numerous experts take part in a discussion of “ current railway 
issues." 

January, 1920. The New American Thrift is the subject of this 
number. Messrs. Carver, McVey, Friday, Withers, ainl other 
well-known economists contribute exhortations to saving and 
investment. 

Review of PJconomic Statistics ((Jambridge, Mass.). 

January, 1920. Qeneral Business Conditions during 1919 are inves- 
tigated by appropriate “series,” and represented on a fine 
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“index chart.” World Currency Expansion During the War 
and in 1919. J. S. Davis. The widespread war-time expansion 
of currency (distinguished from “ inflation,” defined as ex- 
pansion “ out of proportion ” to the work of exchange), both 
among belligerents and neutrals, and the decline of banking 
reserve-strength among the former in Europe, are exhibited and 
discussed. There is as yet no evidence of any considerable 
contraction of currency. The Basis for Credit Expansion under 
the Federal Reserve System. W. M. Persons. 

Journal des Economistes (Paris). 

November, 1919. Lc reUvement ccononiique de la France apres la 
Revolution. G. Schelle. La taxatio7i des benefices dc guerre en 
Scandinavie. M. De Wadhin et E. P. Renaut. 

December, 1919. Critique de la stipulation de reciprocitc dans la 
clause dc la nation la plus favorisee. A. Desciiamps. Fournitures 
de guerre en Allemagne. A. Raffalovich. 

Revue d^Kconomie Politique (Paris). 

July-August, 1919. La politique de paix sociale en Angleterre: les 
“ Whitley Councils/' E. Hal<i:vy. The writer, a well-known 
student of English institutions, discourses instructively on recent 
measures aimed at industrial peace. I/ctat actuel dc la science 
des finances en Italic. G. Piron. The Italians have not con- 
structed a science of finance; they present only original apergus. 
Une solution d la hausse du niveau general des prix. J. Moret. 
Return to the pre-war price-level is counselled. 

September-October. L'Aluminium et la bauxite. M. Augk- 
Lahilse. '' Baraques" du ravitaillement. H. Bourouin. Le 
Cafe et le Marche du Havre pendant la guerre. La doctrine 
.sociale de LMne. Charles Rist. Out of his own mouth the 
tyrannical anarchist is condemned. 

November-December, 1919. La France et le traite de paix avec 
V Allemagne. The financial, the economic, the labour, and other 
clauses of the Treaty are surveyed by different writers. 

De Economist (La Hague). 

November, 1920. Wettelijk aa?igemoedigde Bevolkingsvermeerder- 
ing. J. A. Levy. A study on the i)opulation question, with 
special reference to laws of inheritance. Continued and concluded 
in December. 

January, 1920. Het einde der Suikerconventie. Prof. J. d’Aulnis 
DE Rouurouill. Vo7i Bohm of Sax. Prof. Dr. H. Bordewisk. 
Two leaders of the Austrian school are compared. Dc duurie cn 
de geldpolititiek. E. C. Van Dorp. 

Jahrbucher fiir N ationalbkonomie und Statistik (Jena). 

November, 1919. Die Kriegsanleihen der europ'dischen Gross mdchte. 
H. Koppk. The survey of European war-debts is continued and 
concluded. 
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Giornale degli Economisti (Rome). 

October, 1919. Sul problemc delle case. G. Angrisani. On the 
housing question. Ksili e costo degli scioperi. A. G. Canina. 
L^imposta sui profitti di guerra. L. Nina. 

December, 1919. Gli hodicrni aspetti deW economia del trasporti. 
Carlo di Nola. Contrihuio alia teoria matematica della interpo- 
lazione. L. Amoroso. A new and original method o£ interpola- 
tion. 

January, 1920. La studio scientifico dei fennnieni finanziari. 
G. Bougatta. 1/ impost a sui profitti di guerra e sui patrimonii. 
L. Nina. 


La Riforma Socialc (Turin). 

September-Deoewber, 1010. Se le leggi cconomiche patiscano 
eccczionc. M. Billia. Le importe in Germania durante la 
guerra. A. G. Canina. 

S ci entia ( Bolog n a ) . 

VoL. XXVI., No. XCIT. — 12. The Problem of Population, Food 
Supply, and Migration, G. Knibbs. Referring to his mathemati- 
cal theory of population which forms an Appendix to the Australian 
Census, the Commonwealth statistician dwells on the tendency 
of population to increase inordinately. At the moderate rate of 
1 per cent, per annum the present population of the world, say, 
1,700 million, would increase in fifty years to 5,000 million. 

La Vita Italiana (Borne). 

January, 1920. Siato economico presente. Vilfredo Pareto. Mor- 
dant criticisms of prevalent economic fallacies lead up to interest- 
ing observations on monetary problems. 


NEW BOOKS. 

English. 

Clark (Alk e). Working TJfe of Women in the Seventeenth Cen- 
tury. liondon : Houtlodge. 1919. Pp. 335. 

Fight the Famine Council. A report of the International Econo- 
mic Conference called by this Council, November, 1919. Jjondon : 
Swarthmorc Press. 1920. Pp. 126. 4.s\ fid. 

[Professor Brentaiio took a very gloomy view of “ The economic dilemma of 
Gennany.” More minors are required in the Ruhr district. The miners are 
physically and mentally below their pre-war condition, and accordingly the 
reduction in hours from eight and a half to seven does not result in greater 
output. The enterprise required to prosecute the industry is crippled by the 
Treaty of Versailles, rendering the outlay of capittil precarious. The clause that 
“labour is not to be regarded as a commodity or article of commerce'’ cannot 
alter the fact that the workers’ condition is affected by the number of unem- 
ployed. a number very great in consequence of the peace terms, .\mong other 
contributors to the report are Dr. F. Wieaer, of Austria, Sir George Paish, 
, Mr. Maynard Keynes, and many other experts.] 
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Hobson (S. J.). Guild Principles in War and Peace. I^ondon: 
G. Bell. 1918. Pp. viii + 176. 2a. 6d. 

[The system described as “ wagery ** is denounced,, and the Whitley Com* 
mittees are unfavourably criticiaea.] 

Johnston (T. B., J.P.). Industrial Peace. Capit-al, Labour, and 
Consumer. A liasis of (.k) -operation. Bristol : Arrowsrnith. 1919. 
Pp. 21. Cd. 

(Referring to the Report on the Pottery Industry, U.S.A. Department of 
Commerce, Miscellaneous Series, No. 21, the Managing Director of Powntey and 
Co., advocates full publicity as to costs of production, wages, profits, etc. Agree- 
ments adopted by- 75 per cent, of the operatives and the employers representing 
them should be obligatoiy on the whole trade; and membership of trade associa- 
tions and trade unions should be compulsory'. A control of prices according to 
cost of production, without the higgling of the market, would then bo possible. 
Other biasings would follow : int<^nlatlonal cx>-opcration, tariffs equalising costs, 
democratical kartels, stoppage of speculation.] 

KiacALDY (Adam W.). Industry and Finance (Supplementary 
Volume). Being the results of inquiries arranged by the Section of 
Economic Science and Statistics of the British Association during 
the years 1818 and 1819. Edited hy A. W. K. London: Pitman. 
1920. Pp. viii4-151. 5s. net. 

Link (Henry C.). Employment Psychology. The Application of 
Scientific Method to the Selection, Training, and Grading of Em- 
ployees. London : Macmillan. 1909. Pp. xii-f 440. 10s.fid.net. 

Narain (Buij). Essays on Indian Economic Problems in Lahore. 
Punjazee Press. 1919. Pp. 307. B8.2.8. 

[The application of the principles of economics to Indian conditions, Indian 
versus Western industrialism, the rise of prices in India, Indian currency 
reform, and other burning questions, are tersely discussed. The author is 
Professor of Economics at the Sanatana Dharama College, Lahore.] 

Post-graduate Teaching in the University of Calcutta, ('alcutta ; 
University Press. 1919. 

[As explained in the Preface by Sir A. Mookerjeo, there are two broad 
divisions ^Political Economy and Political Philosophy. Four compulsory 
examination papers are set on the general principles ox both subjects and four 
additional papers in either division. Special study is also required of Indian 
conditions under one of .six heads, viz., famines, co-operation, railways, 
industrial organisation, currency problems, land systems.] 

Rawllky (T. (L). The Silk Industry and Trade. London : King. 
1919. Pp. 188. 108. fid. 

Bew (Sir H. H.). p'ood Supplies in Peace and War. London: 
l.ongrnans. 1919. Pp. vii-f 183. 68. fid. net. 

St. Clair (Oswald). Tlie Physiology of Credit and of Money. 
London: King. 1019. Pp. 170. 

Weiui (M. de P.). Britain Victorious! A Plea for Sacrifice. 
(Second edition.) London: King. 1920. Pp. 157. 

r J recommended a drastic reduction of Government expenditure ; al.so 
of the N.atiorial Debt, but not by a levy on capital.] 

W ehb (Sidney and Beatrice). The History of Trade Unionism. 
®^htion, extended to 1920.) London: Longmans. 1920. Pp- 

. published in 1894 and reviewed in that year ia hero continued by 
l)e*^re viewed* ]^^ chapters dealing with more recent events and ideas. To 
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Woolf (Leonard). Empire and Commerce in Africa. A Study 
in Economic Imperialism. London : Allen and Unwin. Up. 374. 

[Written as a report for the Ijabour Research Department, 34 Eccleston Square, 
Wcetminstor, where the book may be obtained. To be reviewed.] 


American. 

Bogart (Ernest L.). Carnegie Endowment for International 
Teace. Preliminary Economic Studies of the War. Direct and 
Indirect Costs of the Great World War. New York : O.^ford Univer- 
sity Press. 1019. Pp. 338. 

[The (gJQS®) total direct cost incurred by the belligercnte ia estimated at over 
$208, 000, (XX), 000, from which is deducted, so as not to be counted twice, the 
advances made by several countries to their allies, some $22, 000, (XX).] 

Bloomfield (M.). Management and Men. Now York: (’enturv 
Co. 1910. Pp. XV + 591. ?3.50. 

[l>abour conditions in Great Britain during the last years of the war and the 
first weeks of Armistice arc discussed.] 

Bissenden (Paul E.). The l.W.W. A Study of American Syn- 
dicalism. New York: Longmans, (jreen and ("o. 1919. Pp. 432. 

$4. 

Calbertson (W. S.). Commercial Policy in War-tirne and After. 
A Study of the Application of Democratic Ideas to International Com- 
mercial Itelations. With an Introduction by H. C. Emery. New 
York: Appleton. 1919. Pp. xxiv + 479. $2.50. 

[“A certain amount of independence of action must be surrendered by 
individual nations.” “The economic life of the world has burst the confines of 
the individual State.” Nations should agree to prevent unfair practices by 
moans of Commissions under the League of Nations, who would investigate and 
make public infringement of rules.] 

Dublin (L. 1.). Mortality Statistics of Assured Wage-earners 
and their Families. New York : Metropolitan Life Insurance Co. 
l!)19. Pp. viii + 397. 

Goldstein (J. M.). America’s Opportunities for Trade and 
luvostment in liussia. New York: Russian Information Bureau. 
1019. Pp. 13. 

[Unless America and the Allies are alert, Germany will again dominate 
Russian commerce.] 

Hammond (M. B.). British Labour Conditions and Legislation 
during the War. (Carnegie hlndowment for International Peace. 
Preliminary Economic Studies of the War.) New Y'ork : Oxford Uni- 
versity Press. 1919. Pp. 335. 

Henderson (Korert) and Sheppard (H. N.). Graduation of Mor- 
tality and other Tables. (Actuarial Tables, No. 1.) New York: 
Actuarial Society of America. 1919. Pp. v + 82. 

[The fourth of a set which the Actuari.'d Society is publishing to meet the 
requirements both of students and trained actuaries.] 

Hutchinson (E. J.). Women’s Wages. Study of Industrial 
^Vonicn and Measures suggested to increase them. (Columbia Uni- 
versity Studies, Vol. Ixxxix.) New York: Longmans. 1919. Pp. 
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Hollander (Jacob H.).. American Citizenship and Economic 
Welfare. Baltimore: Johns Hopkins Press. Pp. 132. ^fl.25. 

[Three lectures delivered at the University of North Carolina in the sprini^ 
of 1919, on the Weil IToundation.] 

Johnson (E. 11.). Ocean Rates and Terminal Charges. Washing- 
ton : U.S. Shipping Board. 1919. Pp. 84. 

[The authority of an expert attaches to Prof. Johnson’s recommendation that 
the control of rates should be continued until the shortage of shipping tonnage 
has been surmounted.] 

liKViNE (Louis, Ph.B.). The Taxation of Mines in Montana. 
New York: Huebsch. 1919. Pp. 141. 

[To bo reviewed.] 

Rawlley (Ratan C.). Economics of the Silk Industry. A Study 
in Industrial Organisation. London: King. 1919. Pp. 343. 

Lloyd (J. W., Ph.D.). Co-operative and other Organised 
Methods of Marketing Californian Horticultural Products. (Univer- 
sity of Illinois Studies.) Urbana: University of Illinois. 1910. Pp. 
U2. $1.25. 

['fho author is professor of “ Olericulture” at the University of Illinois.] 

Neilson (F.). The Old kVeedom. New York : Huebsch. 1919. 

Pp. 176. ?1. 

[The doctrines of G. Sorcl, Karl Marx, and certain Fabians are criticised.] 

Nohtiicott (Clarence H.). Australian Social Developmenl. 
(Columbia University Studies.) New York: Lougmans, (Ireen ami 
Co. 1918. Pp. 302. $2.50. 

Veblen (T.). The Vested Interest and the State of the Indus- 
trial Arts. New York : Huebsch. 1919. Pp. 183. 

Wang (C. C.). Legislative Regulation of Railway Financi* in 
England. (University of Illinois Studies.) Vol. VTI. Urbana: Uni 
versity of Illinois. 1918. Pp. 196. $1.50. 

[The author ha^ been .'ll! honorary fellow of Illinois University, and is now 
Director of a Chinese railway.] 

War-time Changes in the Cost of Living. (Research Report 
17.) Boston : National Industrial Conference Board 1919. Pp. -i! 


French, 

Duval (II.). Graphiquc.s compares des rentes francaises dc 
a 1918. Paris: Alcan. 1919. 2.50 francs. 

Merignac (A.). La guerre econoinique allemande. Paris: Siivy. 

1919. Pp. 92. 

[This is a publication of the “ Comite pour la defense dii droit international,’ 
which has already issued several brochures, one of them dealing with the deporla- 
tions from the North of France. The pillage committed by the Germans, their 
dostniction of manufactures, robbery of the machinery, imposition of forced 
labour, arc attested with the aid of official documents left by the Germans in 
Belgium.] 

Mounier, a. Les fails et la doctrine economique on Esjiagne 
sous Philippe V., Ger6nimo de Uztariz, 1670-1732. Bordeaux 
Cadoret. 1919. Pp. 302. 
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Trobus. La constit\ition sociale de la France. Paris: Granet. 
1019. 1 franc. 

Tsonderos (E. J.). Le rel^vernent ^cononiique do la Groce. 
Preface de M. Charles Gide. Paris: Berger-Levraiilt. 1919. Pp. 254. 

German. 

I^ohm-Baaverk (Eugen von). Kapital und Kapitalzins. Erslc 
Abtheilung. Geschichtc und Kritik dcs Kapitalzinslheoricn. Drilte 
Anllagc. Innsbruck: Wagner. 1914. Pp. 747. 

['I'liis third edition of the first division—the historical aiul critical part of the 
Austrian leader’s masterpiece-- is described as “ revised and enlarged.” The 
additions are not so considerablo as tho.se made to the second edition (reviewed in 
'I’liE Economic Journal, 1901). The historian contents himself with brief 
references to the most recent literature.] 

LiNDAiiTi (Erik). Die Gerccliligkeit der Besteiiorung. Tiund : 
(llecrupska. 1919. Pp. 224. 

(To be reviewed.] 

Denkschrift iiber dcai Grosschiffahrtsweg llhein-Alain-Donaii. 
Veroffentlicht voni Main-Donau Stroinvorband. Munich; Karl 
Gerber. 1920. 

Hakt.mann ((.iustav). Dio Stelluiig der Arbeiti‘rs(4iaft iiu neiien 
Deutschland. Aiunich : B. Hiller. 1919. 

Heyn (Dr. Otto). Ziu* Valutafrage. Pp. 70. Munich and f.eip- 
zig : Dnncklor und Trinnbloi. 1920. 2.80 marks. 

Muckle (Kriedkicii). Das Kultiirideal di?s Sozialismus. Pp. 2H9. 
Munic.h and Leipzig: Dnnckler und llinnblot. 1910. 15 marks. 

Oncken (Hermann). Lassallc. Einc politi'^che Biographic. Stiitl;- 
gart : Deutsche Verlagsanstalt. 

PoTTiiOF (Heinz), lliit-csy stein und Henifsparhinienl. Munich: 

U. Hiller. 1919. 

Schmidt (Prof. Dr. M.). Der Zahhingsverkelir. Vol. II.: Inter- 
nationaler Zahlungsvcrkehr und Wcchsclkurse. Leipzig: (1. .\. 
Gloi'ckner. 1920. 

Schulze-Gaevernitz (Professor von). Der Frieden und die 
Zukunft der Weltwirtschail. Offener Brief an die gereeht denkender 
•Uinderheiten in den allierten und neutralon Liindcr. Zuricdi : Orell 
Fiissli. 1919. Pp. 32. 

[Having seemed the attention of the “right minded” by admitting some of 
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FOOD COXTJWL T\ WAR AND PEACE 

Food is the commodity in which there is the greatest measure 
of common interest. Yet during the earlier years of the War 
wide differences of opiiiion prevailed and acute disputes continued 
as to whether supplies of food coming tlirough the usual private 
channels should be interfered with by the State and the prices 
he regulated. Since the War ended disputes have been revived 
and now there are rival schools in which are to bo found sup- 
porters and opponents of methods of State Control. This situa- 
tion is no doubt due to tlie fact that food, like our other wants, 
is an article of trade which must kcej) its share of profit apd pay- 
ment for the service rendered by those who produce and distribute 
it. It is, liowevcr, pre-eminently the article which should be 
])laced, as far as ])ossible, within the region of public interest, and 
as far as possible outside the area of private or commercial gain. 

It would be stupid to suj)port any method of control over 
food merely because of any political theory. But it is folly to 
ignore the lessons of experience and the facts which have been 
revealed whenever a state of scarcity has existed in any particular 
aiticle. ■ Serious scarcity in any one article of food in common 
use is at once the cause of such increased demands for other 
articles that many, if not all, foods s(X)n feel the effects of shortage, 
^0 that a state of sliortage is s|x?cdily reflected both in the price 
and the method of distribution. In pre-war days when all foods 
were plentiful, they were perhaps better supplied to the people 
by the ordinary ojDerations of trade and business than food could 
be supplied to the people by the Government during the conditions 
of shortage created by the War. The question is not one for 
rivalry on a mere point of efliciency in distribution. It concerns 
the needs of millions of ])eople several times a day, and is too big 
No, 118 .— VOL. XXX. M 
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a question to be left absolutely either to economic theory or to 
trading interests. 

Many of our foods afford proofs of the most scandalous 
waste in conveyance and in detailed distribution. This is espe- 
cially true of fish and vegetables. Yet both these foods are to-day 
very dear, though they could be made comparatively cheap with- 
out any risk to the reasonable remuneration of those who serve in 
the production of these articles. There are instances on record of 
great quantities of fish being deliberately wasted to avoid the risk 
of the effects of reduced prices involved in placing great quantities 
of it upon the market. Tlie standard of either commerce or 
economics which permits waste of that kind is not very healthy. 

The process by which a State department must try to fix 
prices which will be fair to the food producer and consumer alike 
is never a simple one, and in some cases must rest less u\^o\\ 
elaborate efforts at ascertaining accurate costs, than upon ex- 
perience and general observation. Accountants, Civil Servants, 
or those responsible for the management of a State Department, 
must in such a case often depend upon the assistance and truth- 
fulness of business-men who have experience in the particular 
food which is being dealt with. Fairness and accuracy are likely 
only w’here a high standard of honesty and ])ublic spirit enables 
business-men to give assistance in the interest of the gciuual 
public and not in their own. Generally speaking, I think it may 
be claimed that the country w’us served during the War by a largi* 
number of business-men who subordinated trade interests to the 
public service. A costings process to ascertain a retail price must 
be more than guess work. Jt must take into account the labour, 
the time and materials, the transport, and the expense of distri- 
bution, in detail, of articles of food which may be produced iu 
some remote part of the world and brought thousands of miles 
oversea to a British table. If, in the effort to reach a just rate or 
an accurate price, mistakes were made, cither in fixing too low or 
too high a rate, for either the service involved or the article itself, 
the fact should surprise no one, and it is not in itself a ground 
for strong complaint. 

Twenty months after the end of the War the food problem 
in Britain is a worse one, so far as it is a problem of prices, 
than it was during the middle of the War. At that time the 
trouble lay in supply. But in due course provision was made 
through the Ministry of Food to fix prices in the case of most 
articles, and also to arrange a system of distribution and ration- 
ing, which in a very large measure secured equality of quantities 
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for all classes and gave to the public a confidence in the methods 
of food distribution which lasted until the War was over. At 
present, the outlook as to prices is gloomy and every factor which 
can influence prices is tending to force up the cost of fooJ. The 
hopes which were held and expressed some months ago that tlie 
cost of food would be reduced are being completely destroyed. 

Apart from the higher prices w'hich must be met, so far as 
they are due to increased cost of production and higher wages, 
all the conditions which have made food so dear could have been 
better handled if in the earlier stages of the War the Government 
liad regarded supplies of food for the civilian population as a mat- 
ter only second in importance to the supplies of munitions for 
the army and navy. The battle front of the war was far more 
extensive than the lines of trenches, though these were stretched 
many hundreds of miles. Behind the armies there were immense 
civilian tX)pulations whose requirements had to be kept up to a 
standard, in which a decline ran the risk of engendering 
grave discontent and of causing trouble, which in due course 
might affect the army itself. This condition as it existed in Ger- 
many is now known to have gone far to weaken, if not demoralise, 
the German military forces. There never was very great danger 
of a similar situation in Britain, but this relief was due to the 
nrraugements made between the Food Controllers of the Allied 
nations to secure and apportion supplies in their different countries 
at prices which were fixed in order to give no more than a fair 
return for labour and services to all who were engaged in varied 
l)rauches of the food trades. T do not claim that this precise 
result always followed, but without the intervention of the Food 
(Controllers the ascendancy of the food ])roviders and dealers 
would have been complete. 

Few things are more important to the country now than the 
question of profiteering, and no greater cause of unrest and indus- 
trial trouble exists than the knowledge of ])rofiteering. 

It would, however, be well for the public to distinguish be- 
tween profiteering and high prices, because there are many 
commodities and foods which we in this country can obtain 
from abroad only at high prices. We must either pay that prk‘o 
go without. 

Undoubtedly there is in respect of some foods, and in the 
case of very many other articles of daily use, an overcharge which 
innounts to flagrant victimisation of the public. 

The public should pay for whatever article it wants during a 

or while the effects of war last, a price which affords to the 

M 2 
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producer or distributor a reasonable return for his services in 
production or distribution. It should pay no more. Clearly, the 
public has had to pay prices far higher than should have been 
charged, and any doubt on that point is set aside by the enormous 
profits made by trading companies, combines, importers, trusts, 
and dealers in both food and other commodities. Their balance 
sheets and their payment of excess profits are all the proof of 
profiteering which the country needs. 

The fundamental cause of profiteering is scarcity. When- 
ever there is a shortage and demand exceeds the supply, the public 
is deprived of the usual safeguards which competition in times of 
[)lenty always affords. And there is bound to be a shortage for a 
considerable time yet until f(X)d production, trade and commerce 
are restored to a pre-war level. 

These are the facts which make it necessary for a Govern- 
ment to intervene and use the law as a shield for the masses of 
consumers. The Government did not intervene until the begin- 
ning of 1917 when the Food Ministry was established. 

Bad as the new Profiteering Ijaw^ may be, it will be better 
than nothing, and it will no doubt check profiteers because of the 
fear of the severe penalties wliich can now be imposed. 

The weakness, however, of the Law is that it mainly deals 
with grievances after complaints arc lodged with the tribunals or 
committees as to overcharging ; and the tribunals will be placed in 
the 2 )osition of having to declare what is a reasonable price after iin 
unreasonable one had been charged. 

It would be better to reverse that process and first fix prices 
throughout the different stages and enact a law which would en- 
sure the public against the payment of any price above the one 
fixed for any article. 

The chief defect, therefore, of the new Ijaw is that in prac 
tice a com{)laint must be laid against a profiteer before action is 
likely to be taken against him. People who deal with particular 
sho2)keepers may complain, but the big traders who deal 
with food importers, combines, syndicates, companies, trusts or 
merchants are buying food only to sell it to others and not buying 
as consumers. They would be disinclined to make any report 
against people with whom they were trading because they would 
share in the gains. In short, it is the consumer, as consumer and 
not as trader, who alone makes complaints, so that in effect tlic 
Law will be a punishment of the tradesman and the shopkeeper. 
The Act probably will afford full means of escape to the big 
fiteer dealing in very large sums. This grievance of high prices 
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is so extensive and real that the Government should either let it 
alone altogether or take it in hand on a big scale as a job to be 
done thoroughly, if it is to be done with the confidence of the 
public and for the real protection of the people. 

In the daily Press figures have a])peared which have been 
described as proof of profiteering by the State. That is a wrong 
impression. The Ministry of Food does not make a ])rofit in the 
sense that it trades in the sale of food in order to secure either 
for the Ministry or for the State any sort of income or dividend. 

Any money which the Ministry may have on its trading 
account is not a profit for the Government but a reserve for the 
time being which will be returned to the ])ublic in reduced prices 
and in the transaction of further business for the consumer. 

It is not the business of a State department like tliQ Food 
Ministry to make profit on its work ; but it is the business of that 
Ministry not to involve itself in any loss, and prices are fixed so 
that there will be a fair return for administration and service but 
these apart, the charge to the consumer is cost price. 

I may here quote an oflicial outline of Labour policy sub- 
mitted by Mr. G. 1). II. (‘ole in a memorandum to the Labour 
Party : 

“Any scheme of control, in order to be effective, must take 
the form principally, not of prosecution, but of prevention. Let 
there be the mo.st stringent penalties ready for profiteers, in those 
cases in which profiteering occurs, but the main study of the 
Government should be to prevent profiteering from taking place. 
This can only be done, not by chivvying the retailer, but by 
controlling all necessary commodities ai every stage of j)rodue- 
lion and distribution, from the first raw material to the finislied 
coniinodity exfK)se<l for sale in the retail shop. A lapse of control 
at any stage in the process is fatal and o|>ens the door wide to 
the profiteer. 

“But it is not enough to control prices at every stage ; for the 
more fixing of a maximum or controlled price generally means 
that the ])rice, being fixed so as to afford wliat is regarded as a 
‘fair profit’ to the least efficient producer, at once puts an 
enormous profit into the {xickets of those who, for one reason or 
another, are able to produce more cheaply. 

“Short of national ownership of industry, there is only one 
remedy for this form of jirofiteering. It is not enough to fix 
prices ; it is necessary for the Government to retain effective con- 
trol at every stage of production and distribution up to the retail 

of the article, ])aying at each stage to the producer or distii- 
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butor, a commission based on the service rendered and placed at 
such a figure as to allow of the payment of a moderate dividend 
on real paid-up ca])ital and no more. In carrying out this method 
of control it is also necessary to depart from the policy hitherto 
frequently pursued by Government departments' — that of virtually 
guaranteeing a continuance of his profit to every kind of middle- 
man, however unnecessary he may be to the efficient working 
of the industry. Unnecessary middlemen, and with them un- 
necessary profits, must be squeezed out of the industry. 

“ The policy really required for dealing with profiteering is, 
then, not a policy of prosecuting small grocers for petty offences 
before incompetent Tribunals, which will in most cases prove 
quite unequal to the task of tracing excessive profits home to 
those who have really received them. It is that of instituting a 
really effective system of control based upon allowing to each 
necessary class of producer or distributor, reasonable pay and ikj 
more. Prosecution may be spectacular, and have in it tlie ele- 
ments of a check in many cases but is most unlikely to have any 
great effect in reducing the general level of prices. The fault lies 
with the present methods of control, and it is only when these 
have been remedied and extended so as to make high profits im- 
possible at any stage that prosecution will be a useful secondary 
weapon against the big manufacturers and traders as well as 
against the retailers.” 

Bad as the position in this country is, it has always Ix'en 
better than in Prance or Italy. In no other country has so iiuieli 
been done in the matter of equalising supplies and regulating 
prices in the public interests as in this country ; but tliat is no 
argument for staying our hand just wlierc further and more ener- 
getic movement is nee<led. The effects on food supjdies and on 
prices will not comnletely disappear for a year or two. It wa^ 
folly for the Government to regard the Food Ministry as having 
only a useful period of existence for a few months after the war. 
The Food Controller, since the war ended, has had work of tlie 
highest national importance to perform under the greatest disad- 
vantages. A little money has ])erhaps been saved to the State by 
a gradual wiuding-up of the machinery of the Ministry and by the 
disbanding of able men and women who served it. The little 
which lias been saved is insignificant when compared with the 
enormous losses to the public because of high prices and in tlie 
tendency to profiteer during the past year. 

There is no more important branch of Government work 
which Ministers could take in hand than this wwk of regulating 
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the supplies and prices of food. To do it more effectively mi^^ht 
mean a more elaborate staff and a larger department than are now 
at the disposal of the Food Controller. The cost would be as sound 
a piece of public economy as any the Government would show. 
If there is an alternative to the method which the Food Minister 
has followed, let someone proclaim it. That method has been to 
ascertain as minutely as possible the cost of producing, importing 
and distributing articles of food and fixing the price to the con- 
sumer at an amount which would cover only a reasonable rarte of 
profit for the j^ersons who by their service met the needs of the 
consumer. Some few may gain linduly and others may not 
receive for their service a fair reward ; but as a general plan the 
one which has been followed has not been improved upon by 
any other system yet suggested. 

Shipping and transit facilities are a material factOT in the 
price of food, and shipping and transit in turn depend u[)on steady 
and regular work by builders, repairers, railway workers, carters, 
and others. Transit shortcomings do not, however, account for 
the high prices of some articles of food which are as plentiful now 
as they were before the War. Plentiful su])plies should mean 
cheapness, but in the case of articles like fish, vegetables, and 
some other foods, abundance has not pulled down the ]>rlce. 
Allowing for all reasonable additions for the cost of labour and 
the cost of material, there is no suflicient explanation of the con- 
tinued dearness of articles which are in no way scarce. Great 
(puintitics of fish could be used for human food by arrangements 
b(*ing mode for excejdional catches at the different ports being 
taken in hand by agents of the Food Ministry, and sent as sj^eod- 
ily as possible to the great centres of population. The Govern- 
ment has sold fish on a small scale in its National Kitchens and 
Kestaurants ; it should sell it cheap on a large scale it that step is 
needed to ensure reasonable prices to the consumer. 

‘Consumers have suffered so much from speculation and 
cornering that even more extreme penalties would be welcomed if 
measures were taken to apply them. The Act which was passed 
in the summer of 1918 , enabling courts not only to impose a fine 
or imprisonment, but to require an offender to pay back double 
the amount of any profit illegally secured was a good one. The 
Act might be more effectively used, and courts of law should have 
their attention drawn to their unused powers. The subject is not 
one either for timidity or for a vain enckavour to i)revent profiteer- 
ing by threats of what will befall them if some profiteers do not 
niend their ways. 
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Under normal conditions and with good siii)plies of food, the 
ordinary trade agencies would solve the ])r()blem of food siip[)lies 
better than any Government could possibly solve that tnoblem 
under War conditions and with a state of serious shortage. All 
the same, the time to control and restrain Trusts, Companies, 
Syndicates, and similar combinations of interests in relation to 
food supplies is all the time and not merely during War time. 
This control can take effect gradually to the advantage of the mil- 
lions of consumers, es))ecially if Governmonts would co-operate to 
make it effective and worl<l-wido. Just as a- state of scarcity is 
the special opi)ortunity of the Profiteer, that opportunity is in- 
creased by the rivalry of Governments, who could co-operate 
greatly to the advantage of the }>coplc whom they represent. 

A policy in relation to food during a time of scarcity, whctliri’ 
resulting from War or other conditions, should be thorough and 
comprehensive if the work is undertaken at all. It should 
proceed on the lines of the Government purcluivsc, control, and dis- 
tribution of supplies. Purchases would have to he on a large- 
scale, and so far us ])rice was concerned the price would la* 
governed by a fixed maximum above which it wouhl he illegal to 
sell, and under conditions w’hich would enable prices to go down as 
a state of ahundance or the good fortune of satisfactory harvosis 
produced g0(xl results. distribution could take effect througli 
most of the existing agencies and channels of tra<le on lines which 
would yield to all wlio served a reasonable remuneration for their 
w’ork. There should he no place for the speculator, or imnecessary 
middleman, or for those who do no more than interfere with the 
flow of foods by stepping in at jK)ints favourable to themselves 
merely to purchase commodities in order to sell them at a far 
higher rate without increasing in the slightest <legree the value 
of the articles or facilitating their movement to places where they 
are required, hiffective supervision of supplies should he main 
tained both at lioine and abroad, and power should be wielded to 
secure complete fairness of distribution according to the quantities 
needed in the different areas. I\[uch could he done to secure the 
economical f^upply of food by more thorough co-operation between 
the local authorities and the central ]\Iinistry with regard to Kit- 
chens, Canteens, Cafes, and Kestaurants, run in the pul)!ic 
interests, but worked and maintained as self-su})porting establish- 
ments. 

The purchase and distribution of food is a task which involves 
each year a turn-over of hundreds of millions of ])Ounds, and on 
this sum there need only be the very slightest fraction of a charge 
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in order to meet any expense which a State would incur. In 
other words, the work could be done by the State without piittinf; 
any burden u[X)n the State. There would be no increased cost 
to the consumer, but on the contrary a less cost to the consumer 
from the fact that, instead of paying to other ])ersons big profits 
for supplying the public with food, only a small but yet a fair 
payment w^ould be made as a payment to State servants for doing 
the same thing. While the effects of war remain in the sphere 
of food an<l prices the policy wliich the War rerjuired should not 
be abandoned. 


J. K. ClYxNES 



CO-OPEEATJVE SOCIETIES AND INCOME TAX 


The proposals of the Eoyal Commission on the income tax in 
regard to the assessment of co-operative societies — from whicli, 
along with others of my colleagues, I felt obliged to dissent — raise 
issues which are interesting theoretically as well as practically. 
In the following paragraphs T propose briefly to discuss some of 
these. 

Popular discussion oF this matter always starts with the tacit 
assumption that the pro])er object on which to assess an income 
tax is money income or money profit. The question to be de- 
cided is what, if any, part of the receipts of a co-o[)erative society 
are, in fact, money profit. 

Much the most important part of this question concerns the 
status of the net proceeds of transactions of sale between co- 
operative societies and their own members. Representatives of 
private traders maintain that the whole of these net procec'ds 
constitute a (money) profit : the majority of the Royal (Commis- 
sion on the Income Tax maintain that that part of them which is 
retained by the societies and not distributed in the form of divi- 
dends on purchases constitutes a j)rofit ; and the representatives of 
the co-operative societies maintain that no part of them consti- 
tutes a profit. 

Those who contend that even that part of the procee<ls ol 
mutual trade which is returned to members as dividends on |)nr- 
chascs constitutes a profit are up against the awkward fact, that 
co-operative societies have the [)Ower, if they choose, instead of 
selling to their members at market prices and returning to them m 
di\idend on purchases, to sell to them at prices reduced by an 
amount nearly equivalent to the “divis.” and to pay no “divis.” 
The existence of this power not only makes it plain that, from 
the point of view of the revenue, taxation of “ divis.’* would be 
a futile proceeding, but it also puts in clear light the essential 
nature of those “divis.*' They are, in essence, not a profit in 
any sense, but a refund made from an overcharge. It has, 
indeed, been argued in some quarters that, though this analysis 
is valid as regards an association of neighbours clubbing together, 
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say; for the purpose of jointly providing themsolves with coal, 
it is destroyed, for the co-operative societies of to-day, by the fnct 
that they sell to their members a great number of different thingts 
in such wise that the dividend on purchases received by a mem- 
ber, who buys, say, tea only, is not simply a return on the excess 
of what he paid for his tea above the cost of the tea, but is de- 
pendent on the aggregate excess of what all the members have 
f)aid for all the things bought by them above the cost of all these 
things. But this fact is not really relevant. The aggregate sum 
distributed to members is still a refund and not a profit. The 
basis on wdiich they choose to divide it is a matter for them to 
determine. It has no bearing on the nature of the thing to be 
divided. It would seem to follow that the income tax law cannot 
pro2)erly treat the surplus that results from transactions wdth their 
own members, even to the most highly elaborated forms of co- 
operative societies, as a taxable profit. 

The majority of the Koval (bmrnission on the Income Tax, 
wdiile agreeing that the jxirt of the proceeds of mutual trading 
which is distributed in “divis.’* is not profit, claim that the 
(much smaller) 2)art which is retained by the societies and placed 
to reserve is i)rofit. 1 .’hey base their view in)on a distinction 
between co-operative societies, as separate legal entities, and their 
members as individuals. The societies, they say, after payment 
of their divdends on purchases, wdiich. are in the nature of dis- 
counts, make out of the balance of their net receipts an ordinary 
money profit, which, just like any other money profit, is properly 
taxable. Now, no doubt for the purjiose of a corjioration tax, this 
contention w-ould be valid. But for the jiurpose of income tax 
companies and corjxirations are not, as companies and corpora- 
tions, liable to tax ; they are merely channels through which, 
wdth as much accuracy as jiractical conditions allow’, the taxa- 
tion, due from their members is collected. Hence, if the money 
put to reserve by co-ojierative societies is taxable profit at all, it 
must be taxable profit of the members. But to decide that th(‘ 
proceeds of mutual traxle arc not profits from the income tax 
point of view when they are distributed in dividends on pur- 
chases, and are profits wdien they are not so distributed, is to make 
the nature of these proceeds depend, not on their origin — which is 
clearly the projier test — but on their destination, which is no test 
at all. This contention of the majority of the Koyal Commis- 
sioners seems to me to break down completely before tliis ob- 
jection. 

With the main issue thus cleared out of the way, subsidiary 
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matters readily fall into place. There is no dispute that the net 
proceeds of a co-operative society's trade with non-members is a 
money profit and properly taxable. The income they receive 
from securities held by them is no less clearly a money profit. 
These two items, in short, stand on exactly the same footing as 
the virtual income from their Sche<lnle A properly, which (alone) 
is at present taxed under the English law. It is iiropor that all 
these items alike should be brought under assessment. If this is 
done, however, it is plainly not proper that share interest in the 
hands of co-operative societies’ members should also be taxed 
without any set-off for the prior taxation of the sources out of 
which this share-interest is, at least in part, paid. If income tax 
were an ungraduated tax, a simple solution of the difficulty could 
be found in assessing the three items which have been cnumerate<l 
in the hands of the societies and exempting share-interest alto- 
gether. But, under the actual income tax, since taxation at source 
is levied at the standard rate and the great bulk of co-operators are 
either exempt from income tax altogether or liable at a low 
effective rate, this plan would mean taxing them more heavily 
than is right. To tax share-interest alone, at the rates appro- 
priate to the several members, and to exempt the above three 
items in the hands of the societies might, on the other hand, 
involve taxing co-operators less than is right ; because a portion 
of the items of profit which I have distinguished may find its way, 
not into share-interest, but into the ‘Mivis.” The only com- 
pletely fair solution wouKl be to tax these items in the hands of 
the societies at the standard rate and allow to the sliareliolders — 
who arc, of course, the same people as the members — a full set-(dT 
on the taxation of their shares. Bince, however, as has been 
pointed out above, a great many shnrcliolders in co-oi)crativ(' 
societies are either exein))t or assessable at a low effective ral«\ 
and so pay no taxation on their share interest from which a set-off 
can be allowed, to carry out this arrangement in practice would bo 
extremely difficult. Moreover, the accounts of the retail societies 
which, of course, constitute far and away the most important 
part of British co-operation, show that in 1918 the aggregate 
value of investments, whether in the form of house-proiicrty or of 
securities, amounted to some £27 ,000,000, while the interest on 
the share-capital of members was £2,200,000. The interest paid 
to members may, therefore, reasonably be lield to cover the actual 
and virtual income from the societies’ investments. As the pro- 
fit from non-members’ trade is known to be very small, it follows 
that there can in fact be scarcely any properly taxable income left 



1920 ] CO-OPERATIVE SOCIETIES AND INCOME TAX 159 

over when share-interest paid to members lias been brought under 
assessment. There is a tlicoretical possibility of unduly favour- 
able treatment under the present law. But in fact it is probable 
that, when account is taken both of the Schedule A assessment, 
and of the assessment of share-interest, co-operators are taxed too 
much. If the Schedule A assessment were withdrawn, there 
would probably be a slightly closer approximation to ideal jus- 
tice; but this assessment does not amount to much, and it would 
seem that substantial justice is already attained under the pre- 
sent law. 

On the plane of popular argumentation these conclusions might 
be taken to settle the practical issue. But the economist will not 
be satisfied until he has delved more deeply. We have proceeded 
so far on the assumption that the proper object on which to 
assess an income tax is money income or money profit, and on 
that basis we have found the co-operators’ claim that no part of 
the proceeds of their mutual trading is properly amenable to 
income tax to be justified. But we have still to consider whether 
that basis itself is sound. We note, to begin with, that the term 
“ income ” may be given either a subjective reference to a man’s 
internal satisfaction or an objective reference to his external en- 
vironment. Plainly, for pur[X)ses of taxation, the objective 
reference is the only possible one. But objective income is itself 
capable of sub-division. On the one side, there is a man's real 
income of goods and services; on the other side, his nominal in- 
come of money. In large part these two things correspond, 
money income being the representative of, and the payment for, 
real income. But this coiTes|X)ndence is not comjilete. Thus, 
one man devotes his capital and labour to making cotton yarn ; 
he sells the yarn for a £1,000, and buys with this food and cloth- 
ing for his family ; another man devotes an equivalent amount of 
capital and labour to making food and clothing directly. The real 
income of these two men may be exactly the same ; but the first 
of them has a money income of £1,000, and the second has no 
money income at all. As a matter of general principle, there can 
be no question that, if income is to be taken as the basis of any 
form of taxation, real and not nominal, or money, income is the 
proper thing to take. Whether this real income is obtained 
directly or through the mediation of money is an irrelevant acci- 
dent. In a perfect world income tax would be assessed impar- 
tially upon all parts of real income, whether or not there were 
any money income corres}X)nding to them. 

In the actual world this arrangement is unfortunately not prac- 
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ticable. The services, for example, that the different members 
of a family render to one another without payment cannot be 
brought into any income tax return; nor — without far more 
trouble than it is worth — can the services that a man gets from 
his furniture or his clothes. Under the English income tax, 
therefore, for reasons of administrative practicability, those por- 
tions of real income which are not represented in money are, in 
the main, left outside the scope of the tax. An exception to this 
general rule is made in rcs]')ect of houses and lands occupied 
by their owners. Though no actual money rent is received, 
owners are assessed under Schedule A on the rent which it is 
assumed would have been received if their property had been let 
to somebody else. The Iloyal Commission on the Income Tax 
have suggested in their Ee|K)rt that regular payments received 
in the form of board and lodging might also properly be brought 
within the scope of the tax. 

It is possible to imagine a type of co-oj^erative society in which 
all the members should club together in a self-suffieing com- 
munity, growing corn, making bread, making clothes, digging out 
coal and building houses, and sharing the proceeds of their joint 
work among themselves without any money payment whatever 
l)eing made. Conceivably, the whole nation might organise itself 
into an immense mutual association on this pattern, with the result 
that, though its real income remained as large as it is now, there 
would be no money income at all. If this hai)pened, it is evident 
that an income tax of the British type would no longer be an 
effective instrument for raising revenue. Its efficacy and its (re- 
lative) fairness depends upon the condition that those parts of real 
income, which arc omitted from its scope because they are not 
represented by, or easily convertible into, money income, consti- 
tute only a small part of the whole. If this condition ceases to 
be satisfied, the whole form and machinery of the tax may need 
to be modified. 

The great development of the co-operative movement in this 
country is thought by some to involve a withdrawal from the 
pressure of the income tax of a large amount of real income in 
the way that has just been indicated. Impressed by the great 
annual turnover shown by co-operative societies, they insist that all 
this trade must yield a substantial real profit of the same sort as 
that obtained by private trading, and that this profit ought some- 
how to be brought under assessment. They recognise, of course, 
that, in so far as the societies are composed of small men, some 
of the profit belongs to persons who are exempt from income tax. 
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But, they argue, this is no sufficient reason for allowing the other 
part of it, which belongs to persons who are not exempt, to 
escape its fair share of taxation. In short, the contention is, the 
co-operative form of business organisation is responsible for creat- 
ing so large a slice of real income not represented in money in- 
come that fairness requires some special rule to be made for ren- 
dering it taxable, just as a special rule has been made for render- 
ing taxable the real income that owners receive from the owner- 
ship of lands and houses occupied by themselves. 

I have already conceded that co-operative societies ?)i 2 V//it be so 
organised as to make this argument a valid one. We have now 
to consider in what way they are organised in fact. On the side 
of labour, in the widest sense, there are paid managers, a paid 
staff and paid vvork-i^eople. There is also an unpaid committee, 
corresponding to the paid directorate of a joint stock company. 
The work of this committee is the only item on the side of labour 
in which an income of real service is embodied without a money 
counterpart. Plainly it can only amount to a very trifling pro- 
])ortion of the whole. On the side of capital the contention that 
the co-operative form of business organisation enables a consider- 
able amount of real income to be created which is not represented 
in money is more plausible. The services rendered by the share- 
capital of members already has a money representative — though 
(yossibly since the rise in general interest-rates not an entirely 
adequate one — in the interest that is paid on it. But, so far as 
capital is obtained by contributions to reserve funds and by the 
retention on the part of the societies of monies which are to 
become “divis.” during the interval betw^een the purchases by 
members of goods for cash and the distribution of the “divis.,” 
and so far as this capital is employed in the societies’ own busi- 
ness, with the result of lowering prices or increasing the rate of 
“divi.,” there is no taxable money representative of the real 
services that it renders. Thus, we may imagine a society buying 
up a mill out of its accumulated reserves. If this mill had 
previously been earning £10,000 and w^ere run now with exactly 
equal efficiency, no earnings of capital would appear as money 
profit, but the wdiole £10,000*3 worth of real income w^ould 
remain, and would take the form either of lower prices or of 
larger dividends on purchases. The reserve fund of the whole 
body of British Retail Co-operative Societies amounted in 1918 
to a little over £4,000,000. If we take the distribution of 
divis.** to come to 16 millions a year, distributed quarterly, the 
average amount of capital held by the society in respect of 
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“divis.’* will be 2 millions. If we reckon the real rate of return 
on the 6 millions capital composed of these two sums to be 10 
per cent., we have some .f 600, 000 a year of real income not 
represented in money income. This, belonging as it docs to a 
body of nearly 4,000,000 persons, amounts to about 3i9. per head 
per annum. On the (optimistic) assumption that co-operators 
on the average are liable to income tax at one-half the standard 
rate, the aggregate revenue due on this .£600,000 would be 
£90,000. In fact, it is probably’ a much smaller sum. 

If it were thought that the sum involved w^ere iniix)rtaiit 
enough to warrant a dc|)arturc from the general income tax rule 
of confining taxation to money income, only one method 
striking the items of real income which we have found to exi^t 
among co-operators seems to be practicable. They cannot be 
got at directly. But a part of them might be got at indirectly 
by the device of subjecting to income tax all monies placed to 
reserve by co-operative societies. Being unable to strike effec- 
tively the income which these resources yield, wc might strike 
instead the contributions out of which the assets destined to yield 
that income arc created. Of course, this would imply the 
exemption from Schediik' A taxation of all property jnircliasod 
out of reserves accumulated after the new arrangement canie into 
force; and also the adoption of some device - ja’osimiably by way 
of a set-off' to members in their cai)acity of shareholders— to pro- 
vide against a charge at the full standard rate being levied on 
persons most of wliom are not liable to that rate. 

It must be clearly understood that this arrangement would 
not put co-opeiative societies in the same position as other people 
as regards income tax, but, on the contrary, would involve tlu‘ 
introduction of a new discriminating method of assessmoii 
specially directed against them. This could only be iustifiwl if 
it were shown tliat tlie loss of revenue which results fiorti 
treating them in the same way as all other taxpayers .large 
relatively to the loss that results from assessing these others on 
their money income instead of on their real income. From what 
has been said it is apparent that, in fact, the loss is not only 
relatively, but absolutely, of quite trifling amount. In these 
circumstances tli(»re is, in my judgment, no sufficient w^arraid 
for subjecting co-operative societies to a rule of assessment 
different from that ap])lied to the general body of the community. 

A. C. Picon 



an official AMERICAN STUDY OF INDUSTRIAL 

FATIGUE 


In the September number of Thk Economic Journal for 
1914 an article appeared by IMr. J. \V. Ramsbottom, under the 
title, “Suggestions for an Enquiry into Industrial Fatigue.” Mr. 
Ramsbottom’s suggestions were acted upon and have borne fruit, 
but the modesty of liis title thoroughly indicates the status of the 
subject at tliat time. Apart from citing such classic experiments 
as Dr. Abbe’s at Jena and Sir William Mather’s at Salford, it 
was impossible then to give much iK)sitive information. In the 
era before the British Association ref)orts and those of Professor 
Stanley Kent, and before the memoranda of the Health of Muni- 
tion Workers Committee, the information did not exist. More 
than that, most manufacturers and even some economists were 
inclined to deny that there was anything about which to give 
the information. 

This attitude was clearly exhibited at the meeting of the 
British Association at Newcastle in 1916, when the “Committee 
on Fatigue from the Economic Standpoint” presented their 
second rej)ort. On that occasion Dr. Hunter, a shipowner, ex- 
pressed his feelings in a speech that next morning's newspapers 
entitled “breezv.” I quote from the Mornhuj Post of Septem- 
ber 11th, 1916 

** Dr. Hunter did not tliink that the question of fatigue was of great 
importance in connection with ship«building in tho yards of Messrs. 
Swan, Hiintor and Co. ... It was the men who took drink . . . who 
founci that they were not able to work long hours, who complained of 
ovor-fatigue. If men took a more intelligent interest in their work and 
worked harder they would feel less fatigue. Tlio cHort to work slowly 
was really very fatiguing. (Loud laughter.) There was a great deal of 
‘ coddling * going on and it diverted attention from real evils. People 
should pay attention to these evils and cease coddling and trying to 
invent. (Laughter.) He had worked harder in his time than any of his 
workmen, and had not suffered in health. (Hear ! hear !).’* 

Outbursts such as tliese would have been unimportant if they 
not been characteristic of an influential body of opinion. 
Unfortunately for this country, these views were reflected in the 
No. 118 —VOL. XXX. N 
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original policy of the British War Office for Btiraulating the pro- 
duction of munitions, and until the findings of the new research 
were brought to bear, the longer the hours worked, the greater 
was considered the efficiency. 

The American War Department adopted a radically different 
course from the very outset. The feelings of the average 
American business man, it is true, were not very different from 
those exhibited above. Though there is a distinct myth growing 
up in England as to the numerous rest periods granted to 
American factory workers, it must be stated frankly, with all due 
respect to the high quarters where the idea is now lodged, ‘ that 
neither scientific management nor any other American methods 
have established any material difference between the Arneri(*an 
and British employer-psychology. Datigue, indeed, if one of 
Mr. Gantt’s works, recently reviewed in these pages,* is any 
criterion, is one of scientific management’s greatest blind spots. 

It chanced, however, that jMr. Baker was the Secretary of 
War, and Mr. Baker is President of the National Consumers’ 
League, an organisation that lias stood consistently for decent 
“labour standards.” At the entrance of America into the war, 
labour standards, and particularly the liours of work in munition 
factories, were accordingly strictly maintained. At the same 
time, though profiting hy the experience of England wliieli was 
thoroughly taken to heart, the Federal (jovevninent, through the 
Public Health Service, initiated and supported an investigation 
of its own. l/nd(T a. committee, of which Dr. J. W. Schere- 
schewsky of the Public Health Service, Dr. Edsall, now Dean 
of the Harvard itedical School, and Miss .Tosephinc Goldmark 
were members, and Dr. Fre<lcric Lee was secretary, a body of 
investigators was sent into the field in July, 1017 . Tlie lirsi 
report of their labours— running over two hundred pages .iim! 
abounding in diagrams- -has just been published in Washington 
as Public Health Bulletin No. 106 .® 

New Methods. 

Owing to the American policy of maintaining “labour 
standards,” no chance was given the investigators of disclosing 
such sensational inefficiencies as Dr. Vernon did in his memoranda 

^ Final Report Health of Munition Workers Commilteo, Section VI. 178. 

* Economic Journal, September, 1916. 

® Studies in Industrial Physiology ; Fatiguo in Relation to Workin^< 
Capacity. 1. Comparison of an Eight-Hour Plant and a Ten-Hour Plant.” 
Report by Josephine Goldmark and Mary D. Hopkins on an investigation by 
Philip Sargant Florence and Associates under the general direction of Frederic 
S. Lee. 
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for the British Health of Munition Workers' Committee. Instead 
of being able to compare the efficiency of the same factory before 
and after reduction of hours, the Americans had to devise means 
to compare the net effect of the number of hours worked in 
altogether different factories. Two factories were picked, both 
engaged in metal working and containing roughly the same types 
of operation, and both of equal technical efficiency. One, how- 
ever, employing some 36,000 men, was working on two day-shifts 
each of eight hours’ duration ; the other, employing some 13,000 
persons, worked from 7 a.m. to 12 and from 1 to 6 p.m. — a ten- 
hour day. A method was then found of comparing each factory 
with its own best showing and contrasting the shortcoming of 
each from its own standard. 

The study was based on the now familiar liourly efficiency 
curves, a method first used specifically to discover fatigue in the 
1915 report of the British Association Committee. The output 
of groups of workers and the accidents of the whole factory were 
counted for each working hour of the day over a considerable 
period by the investigators on the s^xit ; a specific efficiency for 
each working hour could thus be tabulated and xdotted as a curve. 
To obtain an accident curve for the factory as a whole presents 
little difficulty, but a novelty in the American investigation is the 
attempt to approximate an hourly output curve for the factory 
as a whole, instead of confining output studies to isolated groups 
of workers all engaged on the same operation. 

The principle adopted was one familiar enough to makers of 
index numbers for measuring the cost of living. The average 
hourly output curves on each operation where a group was studied 
were reduced to a common level, the maximum output showm 
by any one full hour when the whole group was averaged being 
rated as a 100, and the average output of the other hours 
expressed as percentages of it. The percentages for the same 
hour in each operation were then averaged * and a composite 
hourly curve obtained. 

The choice of the maximum hour as 100 rather than the 
average hourly rate, is a distinct departure from the usual prac- 
tice. It could not be justified imle.ss it were shown that such 
a maximum is never an extreme. The investigators tested this 
point and found that the hourly outputs tai)ered off tow^ards the 
minimum which was a long way down, but were bunched up at 

^ Tho average hourly curve in the eight-hour plant is an average of the 
efficiency on both day shifts, e.g, the output of tho third hour of the afternoon 
shift would be averaged with that of the third hour of the morning shift. 

N 2 
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the maximum. In other words, the frequency distribution was 
not symmetrical ; men could work for any hour as slowly as they 
liked, but they could not work faster than a certain rate. Once 
justified statistically, the maximum as a base obviously has great 
advantages in presentation. It forms a standard of possible 
efficiency to which every output showing can be measured up. 
Each hour's accidents were similarly expressed as percentages of 
the best hourly showing (i.c., the hour of least risk). 

Altogether output from some fifteen different operations were 
tabulated in the ten-hour plant and twenty-two operations in the 
eight-hour, an attempt being made to choose operations of the 
most diverse nature. In the ten-hour plant the work studied ran 
all the way from hard ‘‘planishing” of fuse-parts (something 
between filing and polishing) vid turning fuse-bodies on lathes 
and stamping by footpress to delicate hand assembly and solder- 
ing. Similarly in the eight-hour plant these dexterous opera- 
tions were studied side by side with the hard labour of excavating 
and hammering and with machine work such as grinding and 
cutting on lathes. 

The next question was how to compose these various opera- 
tions so as to form a picture truly representative of the whole 
industry. In what proportions were muscular labour, hand work 
and machine work actually distributed in these factories? 

Based on surveys in analogous factories, it was estimated (and 
this estimate was later confirmed by direct count) that in tlio 
eight-hour factory half the pro<luctive force was employed at 
machine work, one-quarter at muscular labour, and onc-quarter 
on dexterous operations; and, further, that half the machine 
workers were “operating” iatlies and other machines requiring 
attendance of the same type. Accordingly the hourly “index 
numbers” for eacli operation studied were averaged in four gruin»s 
separately, muscular work, dexterous work, lathe work an<l mis- 
cellaneous machine work — the latter including the furnace- 
tending type. 

This grouping of items according to their importance in the 
factory is analogous to the weighting of index numbers of com- 
modity prices according to the total consumption of those com- 
modities found in workmen’s family budgets. In both cases a 
complete and accurately balanced picture is given of facts as a 
whole as wo meet them in actual life. 

It should be noticed that the separate operations that were 
grouped together did not all have the maximum output in the 
same hour ; hence in the average curve for the group no hour 
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will appear at 100. One hundred remains a “limit of possible 
efficiency** that is always approximated, but only actually 
attained when all operations in the group have their maximum 
output at the same hour. 

In order to eliminate all chance that dissimilarity in type of 
work would obscure the effect of different lengths of hours pure 
and simple, operations at the ten-hour ])lant were grouped in 
precisely the same way as in the eight-hour plant, though, as a 
matter of fact, such grouping did not represent exactly the actual 
distribution existing there. ^ 

The investigators now had at their coniniand facts capable of 
throwing light in a number of different directions. 

1. What was the shape of (a) the hourly output curve, (b) 
the hourly accident curve in each factory as a whole? Did the 
later hours of the day show any appreciable fall in output or 
rise in accidents? 

‘2. IIow did the two factories compare in the maintenance of 
efficiency? How close did each of them keep to the maximum 
of j)ossiblc efliciency in output and the minimum of unavoidable 
accidents ? 

3, How far is the type of work a factor in determining the 
shape of the hourly curves, and how far does it affect the fall 
from possible efficiency in output and the rise from the minimum 
accident rate? Is tliere any consistent difference noticeable in 
the showing from the different groups of operations? 

Hours and Output. 

In comparing the fall of each factory below its own maximum 
possible efficiency the ten-hour factory contrasts badly with the 
eight-hour scheme. Though the best hour in the cast^ of each 
factory is within 3 per cent, of this possible maximum, the ten- 
limir factory has a long “ tail ” ; eight of its ten hours fail to reach 
within 6 ])er cent, of thi' j)ossiblo maximum, whereas six of the 
eight-hour factory’s hours get above that. On the average the 
hourly outputs at the ten-hour factory fall 9'8 per cent, below 
possible efficiency, those at the eight-hour factory only 6 per 
cent, below. This means that, by working eight hours, output 

considerably better maintained througliout the day, and that 
each hour does its bit in wiping off capital expenses and the con- 
tinuous overhead charges, such as the cost of heating, lighting, 
and driving the shafting and salaries ])aid on a time-rate. 

In both factories, if we except the first and second hours when 


^ See footnotpo below, page 169. 
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workers are probably still getting into practice, the output of the 
later hours of day was less than in the earlier hours ; but in the 
eight-hour factory the fall was considerably less than in the ten- 
hour factory. Tn spite of the very low output in the first hour 
of the first spell , the output of the whole second s[>ell in the ten- 
hour plant was 3*4 per cent, of possible efficiency below that of 
the whole of the first spell, while in the eight-hour factory this 
fall was only 0*9 per cent. The Iasi hour of the day had in both 
factories the poorest output, but in the eight-hour scheme it was 
only 10*2 per cent, below possible efficiency, while under the 
ten-hour scheme the fall was 20*9 per cent. 

An average output curve from five operations on a full twelve- 
hour shift was also obtained, the night-work at the “ten-hour” 
factory lasting from 6.20 p.m. to 6.40 a.m., with only a twenty 
minutes* break at midnight. The results entirely confirm the 
a fortiori argument that a little deduction would indicate. Just 
as the output of a ten-hour day is less stable than that of mu 
eight-hour shift, so the twelve-hour night is loss stable than the 
ten-hour day. In fact, the results in the last hours of this ])n). 
tracted shift are sensational. While the average output for all 
the hours is 18*3 per cent, below [)ossiblc efiicicncy, the output 
of the last hour but one is 39 per cent, below this standard, and 
the output of the last forty minutes is ])ractically nil. So low 
did efficiency sink in the early hours of the morning that the 
investigators furnish a table setting forth for one of the depart- 
ments the number of men asleep every quarter of an hour ! 

Tliese records of low output were partly due to a slower rate 
of working and jmrtly to a less close application to work. Further 
light is thrown on the latter clement in records of the time that 
is voluntarily “lost ” by the worker in the course of his work. 

There is first a tardiness in starting the spell, less notireal’lf* 
at the eight-hour plant, but running into heavy ex^x^nse at the ten 
hour factory. Taking 90 per cent, of the average ix>wct consurnj> 
tion as the standard, machine departments were twelve minute.^ 
on the average getting started at the ten-Iiour ])lant, and seven 
minutes at the eight-hour factory. A corresponding promptness 
to “get quit” at the end of the day resulted in the 90 per cent, 
standard failing six and a quarter minutes before time at the 
eight-hour factory, and twenty-one and a half minutes before time 
at the ten-hour factory. Direct observations made on some of 
the groups while their hourly output was counted show^cd still 
more remarkable differences between the two factories in the 
time lost in the middle of the spells. 
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Hours and Accidents. 

It has by no means been a settled point so far whether the 
rate of accidents can be taken as a measure of human working 
capacity, and hence whether a rise in accident while the hours of 
work proceed is a measure of fatigue. In fact, in the most recent 
memorandum of the British Health of Munition Workers’ Com- 
mittee^ fatigue was allowed a role in increasing the rate of 
accidents only where women were subjected to excessively long 
hours. The Americans enter very carefully into Dr. Vernon’s 
argument as given in this memorandum, and in tables and special 
appendices they subject their own figures to every test called 
for by Dr. Vernon’s theories. Yet, when all is said and done, 
fatigue appears as of cardinal importance— even in the case of 
men working so short a time as eight hours. 

Dr. Vernon’s main point is that the number of accidents arc 
dependent on the amount (/.c., speed) of output, and that to 
eliminate this factor the ratio of the accidents to the output must 
be found every hour. This point was thoroughly realised by tlie 
British Association Committee in their report for 1915,* but it 
was not till later that the Committee obtained output data 
siirticiently extensive for correlation with the accident material. 
In Mu' American report very complete output data are supplied 
almost automatically by the composite factory curves that wo 
have been discussing. •’ This output data, in fact, is much more 
representative than that offered by Dr. Vernon, since he takes 
the power consumption as a proxy for the total output, whereas 
actually power consumption will only represent the output from 
the poiC’Cr-drken machinery. 

The Anu'riean investigators were thus able to correct the curve 
of accidents with the quantity of output curve for the whole 
factory, and they proceed to draw the hourly “accident risk ])er 
output” on this basis for both factories. The superiority in 
efficiency of the eight-hour system over tlie ten-hour is again 
evident, as also tlie superiority of the earlier hours of the day 

^ Memoraiidum No. 21 — H. M. Vornon, M.D. : “ An Investigation of the Factors 
f^oncomod in tho Causation of Industrial Accidents.” 

* Page 23 fl. 

* Somo modificaiion had to bo introduced in tho case of tho ten-hour plant, 
since what was roquirod licro was tJio actual output from tho factory with tho 
types of operations distributed aecording to tho facts at that plant, not as they 
Wore distributed at the eight-hour plant. By direct census of all factory opera- 
tions it was found that tho ten-hour factory contained as a whole a somewhat 
smaller proportion of machine work ; in fact that machine work divided tho 
field equally with muscular and dexterous handwork, each type engaging about 
a third of tho employees. 
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over the later. Eepresenting the hour of least risk as 100 (it 
happens to be the first hour of the day in all cases), the eight- 
hour plant throughout the day' averages some 20 per cent, higher 
than this possible minimum risk; the ten-hour plant averages 
some 29 per cent, higher. In the second spell the risk is 5*6 per 
cent, greater than in the first spell in the eight-hour plant ; but 
in the ten-hour plant the afternoon risk is 10*95 per cent, greater. 
In the last hour of the day the accident risk per output rises 
17*4 per cent, above miniinuin at the eight-hour plant, but 
67 per cent, above minimum on the ten-hour scheme. 

The Type op Work Factor. 

Great importance is attached by the American investigators 
to their demonstration of the different course run by fatigue wJien 
different kinds of factory work are engaged in. 

It has been recognised ever since the 1915 re})ort of the 
British Association Committee that tlie shape of the hourly out- 
put curve might be entirely different according to the class of 
operation from which the records were drawn, and Dr. Vernon 
has shown the different effects of a reduction of hours on “heavy,” 
“medium” and “light” operations. 

The British Association Committee, however, liad not a very 
large sweep of facts on which to base conclusions, and l')r. 
Vernon’s analysis of types of wwk are obviously somewhat crude. 
What the Arnercan investigators have done is to adopt the four- 
fold classification of factory work as Muscular Handwork, 
Dexterous Handwork, Lathe Machine-work and Miscellaneous 
Machine-work — somewhat on the lines laid down in the British 
Association report — and at the same time have collecied together 
BuflScient examples of the curve of out|>ut from operations within 
each of these tyi>es to be able to draw^ differential work curves. 

But they have not stopj)ed at output. The Bulletin under 
review actually gives accident curves in the ten-hour plant for 
three of the types of work differentiated above, each of these 
accident curves being corrected with the output curves from the 
same type of work, just as the curves for the whole factory were 
corrected. 

The result from output and accident tests are in unison. The 
greatest fall in output during the day, and the greatest rise in 
the accident ratio occurs on muscular work, and the least fall in 

^ ^ The figures for the first hour of the second spoil had to be omitted in the 
eight-hour plant, owing to the uncertainty in some departments how far the 
lunch break extended. 
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output and the least rise in the accident ratio in the machine 
work. 

Comparing the second spell output with that of the first, there 
is quite a remarkable agreement on the relative standing of the 
four types in both the factories. In the eight-hour plant lathe 
machine-work shows on the average a rise of 2 per cent, in the 
output of the second spell, miscellaneous machine-work a rise of 
1 per cent., dexterous handwork a fall of t3 per cent., and 
muscular work a fall of 5 per cent. In the ten-hour plant the 
order is precisely the same. Lathe machine-work shows the 
same 2 per cent, rise in the second spell output as compared 
with that of the first; in miscellaneous machine-work the output 
of the sj)ells is the same ; in dexterous handwork the second spell 
is down 6 per cent. ; and in muscular handwork it is down 
10 per cent. In spite of some exceptions, there is also a striking 
uniformity in the output curves of the individual operations 
within each type. 

The tale told by the accident curves that wore secured at the 
ten-hour plant agrees remarkably with the output data. While 
the machine-work (without distinction of lathes and other types) 
shows a rise in the second spell over the first of 11*5 per cent., 
on the dexterous work this rise is 13*2 per cent., and on muscular 
work it is 24*3 per cent. Taking the average of the accident 
ratios for all the hours of the day, it is 31*0 per cent above the 
first (minimum risk) hour of the day on machine-work, 34*5 per 
cent, above in dexterous work, and 81*4 per cent, above in 
muscular w^ork. 

Does this evidence from the output and accident records of a 
factory mean that machine- work is comparatively speaking not 
fatiguing? The evidence of the output even indicates that 
machine-work is not fatiguing at all, speaking absolutely. Prima 
facie this seems improbable. The present writer reported to the 
British Health of Munition Workers’ Committee certain mono- 
tonous operations where “girls tend to drop straight off to slee]> 
immediately their machine breaks down and they Jieed no longer 
work. They w^oiild appear, indeed, to he continually on the verge 
of sleep, and yet the output is maintained at the day-shift rate.** ^ 
This suggests that some momentum may be sustaining output 
in spite of the worker’s state of fatigue. Such a momentum 
would be given by rhythm, and it was to rhythm the Americans 
turned for an explanation of the inflexible output curves from 
Daachine-work. 


^ Interim Report, page 32 . 
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By means of an ingenious automatic “rhythmometer,” invented 
by Dr. A. H. Eyan, one of the investigators, the exact time of 
certain of the workers* motions were recorded by electrical con- 
tacts on a ky nograph or recording drum. A series of records were 
thus taken of the time relations in operating lathes, and a very 
extreme regularity of repetition was discovered as compared with 
the time relations in footpress operations of the muscular type. 
This repetition of the same motion at regular intervals is the 
primary feature of rliythm, so that rhythm seemed to be of 
great importance in precisely those operations nherc tlie hourly 
curve was least flexible. Wliether it was that rhythm actually 
prevented fatigue setting in, or that it simply prevented what 
fatigue there was from being sliown in the output, is still tin open 
question. Some physiological tests that were made favour the 
latter theory, but there is no inherent reason wliy both theories 
should not be true in part. 

Erst-Period Experiments. 

The British Health of Munition Workers’ Committee in their 
final report quote Dr. Vernon to the olToct that five-hour spells 
of work are too long, and that the he.st mctho<l of avoiding ther}i 
“is to stop work for a (piartcr of an liour in the mjd<lle of eaeh 
spell.” Actual results of such breaks Dr. Vernon did not 
apparently obtain except cither indirectly or in conjunction with 
the effect of other changes, but the deficiency is made good by 
the American investigators, and their results entirely confirm Dr. 
Vernon’s opinion. 

The ten-hour plant had just such five-hour spells as Dr, 
Vernon condemns, and early in 1918 the management was 
induced to give a ten-minute recess period in cacli spell in certain 
departments. These were introduced as soon as a scries oi’ 
control observations were completed to find the rate of oiitjuit 
before the change. After the change was made observations were 
continued on the same set of workers for several weeks. 

In the fir.st few weeks of the innovation, if we consider only 
such operations as employed more than tw^o persons, we find 
an average rise in total daily output for the different operations 
of from 0’86 per cent, to 7'9 per cent. This means that the 
increased efficiency entirely compensated for the twenty minutes 
lost during the day, and secured some benefit in addition. In 
one operation only was there a fall. In the largest grouj) — four- 
teen women painting a .solder mixture to the back of small army 
coat buttons — the rise was 1'9G per cent. In a group of rneu 
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on three operationB, buffing and colouring safety razor parts on 
a revolving wheel, the rises were 0*86 per cent,, 1*1 per cent., and 
1*1 per cent., and this in spite of such a strong opposition on the 
part of the men to “being coddled ” that recess periods had soon to 
be abandoned in their case. 

A second period of observation of the recess periods was 
obtained in some of the operations, when larger increases w^ere 
registered in the output. The one operation where a fall had 
been found before, now showed a rise in output over the control 
period of 7*1 per cent. The other operations varied in rise from 
3*26 per cent, to 18*3 per cent. In one soldering of>eration a 
third perio<l of observation was possible, when the rise over the 
control period was 25*9 per cent. It should be stated that in all 
cases the workers were thoroughly experienced and that the date 
of their first working at the operation studied is tabulated. The 
fact of learning cannot, therefore, account for the rise in output. 

Itecess periods were also introduced at the eight-hour factory, 
hut mot with little success in increasing output. Since the 
departments given recesses here contained machine operations 
where the state of the human working caf)acity is less easily read 
in the output than is the case with pure handwork, the results 
may not be significant. In so far as they do indicate anything 
to our purpose, it is that continuous four-hour spells are harm- 
less w^here continuous five-hour sj^lls are not. 

Measuring Labour Unrest, 

The middle-class conception of labour unrest is of some 
sinister infection, elusive and intangible. This, however, has 
not deterred the new American personnel expert from trying to 
measure certain phases of unrest in exact nninerical terras. For 
instance, the labour turnover — by which is meant the flow of 
wage-earners in and out of any given factory’s employment— is 
now definitely reduced to percentages of the total working force. 
The only comparable study in England is Captain Greenwood’s 
memorandum on “Wastage of Labour” published by the Medical 
Eesearch Committee. In America the admirable Monthly Labor 
Review, published by the Federal Bureau of Labor Statistics, 
gives almost every month some detailed and exact investigation 
into the labour turnover of various localities or single factories, 
and the Public Health Service study under review devotes an 
entire chapter to the subject. 

In the ten-hour plant the labour turnover was actually 176 
per cent, in the course of a single year. That means to say that 
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the new employees hired during the year merely to replace those 
who had left the factory were about one and three-quarter times 
as numerous as the whole working force. At the eight-hour 
factory the rate was only 30 per cent. 

A fact of the greatest importance that is brought out is that 
employees who have only been in the service of the factory for 
short periods are those that are most liable to leave. In the 
ten-hour factory, where a detailed comparison is made, those 
who had been with the factory less than three months numbered 
28 j[X 3 r cent, of the total employed, but out of all those who left 
the same “length of service” class formed 68 per cent. Fifty- 
three per cent, of tlie working force had been with the factory 
one year or more; but only 12‘G per cent, of those leaving had 
served as long as this. ^Ihe turnover, thcretore, seems to be due 
not to an ebb and flow evenly distributed among all workers, 
so much as to a constant migration among a great number of 
“floaters” who pass rapidly from factory to factory according 
as they find conditions. The investigators tliereforo pushed their 
inquiry further and attem])ted to track down exactly what con- 
ditions there were that w’cre so upsetting to this class. They 
rated all the departments of each factory on the following six 
heads : air conditions, lighting, noise, amount of heavy miisenlar 
work, amount of work straining the eyes, and prevalence of 
night work, and then attempted to find a relation between a high 
rating and a high turnover. In the eight-hour factory noisy and 
badly-aired departments wore found to have a turnover distinctly 
above the average for all departments; in the ten-hour factory 
it was departments with night-work, muscular strain and bad 
lighting that were distinctly above average in their turnover. 

Besides labour turnover, the American investigators used other 
indices of ill-feeling (physical and mental) such as the rate of 
absences for headaches, of lavjucsts for transfer to other deparl- 
ments, and of tlie granting of such requests on medical grounds. 
The showing of each of these indices is eonipared, and each is 
considered in relation to the six conditions above enumerated. 

There is a noticeable correlation in the departments of the 
eight-hour factory as a ’v\'hole between the rate of requests for 
transfer and the rate of turnover plus transfers granted, 'vvliicli 
shows how turnover may be reduced by transferring w'orkers at 
their request from unsuitable or uncongenial departments. 
Though the results in general are by no means so conclusive, the 
methods used, if more widely applied, might |Kunt the way 
very clearly to reforms. 
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Another phase of labour unrest that the American investiga- 
tion attempts to reduce to measurable terms is that of restriction 
of output. It used to be known vaguely that such a condition 
existed in industry; indeed, there is a wealth of synonym to 
describe it — ca’ canny in England, soldiering in America, 
sabotage in France. Rome actual figures were reported by the 
present writer to the ITealth of Munition Workers* Committee, 
and were published in their interim report. These show, over a 
period of four months, an “extraordinary stability of output of 
individual girls** and a “still more extraordinary similarity in 
output of different girls employed at the same process.** ^ Dr. 
Vernon, in Memorandum No. 18 of the same Committee, suggests 
a more exact iiietliod of detecting voluntary restriction by the 
use of probability curves, but he had “no available data to illiis- 
trato the distribution of output values experienced under trade 
union restrictions.” 

Such a disfribution the American investigators are actually 
able to provide. The method used is simpler than Dr. Vernon 
suggests, and in their tables they arc concerned mainly with the 
similarity in the average output of different individuals. These 
tables show that in some operations of the ton-hour plant the 
average output from each individual worker only varies within 
the narrowest range from that of liis fcdlow-worker, while in 
similar operations in the eight-hour plan the range of variation 
is, proportionately to the amount of output, something like ten 
times as wide. 

Incidentally, it is a mistake to speak of ''trade union restric- 
tion”; the ten-hour plant was practically a closed sliop closed, 
that is to say, against the union. Restriction seems to be a 
general reaction of the einjdoyee as such against the system 
under which he works. The fear of piece-rate cutting and the 
general sense of insecurity seem more potent than any trade union 
regulation. In fact, to guard against any premature judgment 
of the underlying causes, the American investigators have adopted 
the entirely neutral word “stereotyping** to describe this repro- 
duction of identical outputs. 

Wherever stereotyping was found on any operation, the 
investigators were careful to isolate the results. The composite 
hourly output curve for the whole ton-hour factory used for com- 
parison with the eight-hour factory was free from the effects of 
restriction. At the same time, a specific hourly output curve was 
obtained for stereotyped operations, which is of a very interesting 


^ Pago 72. 
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shape. In his reix)rt to the British Health of Munition Workers* 
Committee, the present writer detected “a deep and continuous 
fall in the power (consumed) ... in the last two hours of the 
day shifts” where restriction was prevalent. The American tables 
show the tendency to be somewhat less simple than this. The 
last hour for the combined stereotyped operations is certainly 
extremely low, 25*4 per cent, below “possible efificiency,'' but 
the last hour but one actually has the highest output of the day 
— only 3 per cent, below “possible efficiency.” The last hour 
but one in the morning spell is also comparatively high in output 
(6'5 per cent, below “possible eflliciency”). The explanation 
given is “that the workers, working deliberately below capacity 
through the day, must spurt to make the day’s required output, 
and usually do so before the very last hour.” The workers do not 
leel like making their stint at the outset, nor do they leave it to 
the very end when machine trouble or lack of st(Xik might prevent 
their reaching the stint altogether. WJiat they seem to do is to 
keep just about an hour “up their sleeves” in reserve — human 
yet logical. 

No one would be more ready to admit the limitations of this 
study than the investigators themselves. There was no oppor- 
tunity of testing the efioct of a general reduction of liours on the 
whole level of fatigue, and the existence and implications of the 
yet more sinister accumnhtimj fatigue still remains buried in 
obscurity. What this study has done is to throw considerably 
more light on the daily cycle of fatigue, the see-saw of periodic 
work and rest. In addition, the American investigators have 
thrown out sundry scouting parties into the vast uncharted 
regions of the Groat Industry by which we live, or hope to live. 

Historians, ])sychologists and economists have turned to n^'ore 
illustrious themes loss complicated, too, and soluble in one’s own 
study. But sooner or later a painstaking research must be com- 
menced at the basis of our economic life, the productive processes 
of the factory ; and in their detailed measurement of the condi- 
tions of personal inefficiency and factory disorganisation the 
American investigators have blazed the trail. 

P. Sargant Florence 
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I. 

On February 20, 1920, the Congress of the United States, 
after exhaustive consideration by Committees of both Houses 
extending over more than three years, passed a new law, the 
Transportation Act, 1920, so far reaching in its scope, and so 
ini])ortant in its provisions, that it is likely to remain the organic 
statute of the American railroads for a long while to come. On 
'March 1st, the President handed back the railroads, which had 
been under Federal control and management since the end of 
1917, to their respective owners. There is almost universal agree- 
ment in the United States on two points : that railroads should, 
if ])Ossible, be operated by private companies and not by the 
Ooverniiient ; but that, if private ownersliip under the carefully 
elaborated regime of the new law fails to work, Federal owner- 
ship and operation is the only alternative. Seeing that, as the 
result of tlie Great War, the railway system — by “system'* is to 
be understood not merely the physical machine but the political 
and financial striictun* of the organisation— of almo.st every 
country has been broken down and has to be reconstructed from 
the bottom ; and seeing that the railways of the United States 
roj)resent in mileage juore than one-third, and in volume of 
trallic probably more than one-half, of those of the whole world, a 
summary of the new American legislation and of the history that 
has led up to it should nut be without interest. 

American railway history begins at the same time as our own. 
riie first few miles of what is now the main line of the Baltimore 
and Ohio Railroad were opened in May, 1830, four months before 
the opening of the Liverpool and Manchester liailway. For the 
next twenty years the railways were merely local concerns. In 
the fifties, the consolidation into through systems began. The 
Civil War, which lasted four years, rudely interrupted the process. 
After 18G4 it began again with fresh impetus. Not only w^ere 
the small lines in the old settled States joined up and consolidated 
into great systems, but the railroads pushed out across the Missis- 
5^ippi, and in 1869 reached the Pacific Coast. Such legislation as 
was passed in those days, so far from being regulative or restric- 
tive, w^as not merely enabling but encouraging. Bailroad com- 
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panies could be incorporated under the general law,; and a hand- 
ful of promoters could register a company, acquire land compul- 
sorily, raise funds, and start to build their line with fewer for- 
malities than would be required here to-day in the case of an 
ordinary limited liability company registered at Somerset House 
for the establishment of a new factory. Subsidies were freely given 
by public authorities, governments, State and Federal, counties 
and cities, in the form not only of money but land grants, exemption 
from taxation, subscription of shares, guarantee of bonds, and so 
forth. Promoters sold the bonds, guaranteed or unguaranteed, for 
what they would fetch, built the railroad with the proceeds, and 
allotted themselves gratis an equal amount in nominal value of 
share capital. The public looked on and apju’oved. To get rail- 
roads was the one thing that mattered. How they got them and 
on what terms, and what sort of a railroad — so long as there wen^ 
two rails on which a locomotive could run— they cared not. As 
a result, railroads spread out over the west at the rate of many 
thousands of miles per annum. 

The achievement was magnificent. The country was opened 
up at a rate hitherto inconceivable. But the inseparable abuses 
were grave. Vast fortunes were accumulated by methods whie'.i 
were more than questionable. The railway magnate, who could 
make or break a town by establishing a “division point ” or divert- 
ing a through line a few miles on one side or the other, was a 
despot not always benevolent and sometimes not clean-handed. 
Scantiness of traffic in country only just opened to settlement led 
to fierce scrambles for what existed, culminating in constant rate 
wars. At points where two roads met, the rival companies would 
offer to carry grain for a rate one-half or one-quarter of what either 
of them was charging at a non-com2)etitive point twenty miles 
away. In the struggle to get traffic all idea of an obligation to 
treat customers alike went to the winds. Published schedules of 
rates — and even they could be changed overnight — were only 
made to be disregarded. Before the Hepburn Committee, not in 
the wild West but in New York State, in 1879, witness after 
witness testified to obtaining rates one-third or one-quarter or 
even one-fifth of the published figure. Asked by a member of 
the Committee, “Do you pay no attention to the schedule?” one 
witness replied “ I do not think I ever saw a schedule ; I do not 
know anything about them. They are like the weather, I pre- 
sume.” And another witness, who said he had been in business 
for twenty years, confirmed this evidence. Worse than all, 
powertul interests — the Standard Oil is the most famous instance 
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— by threatening to divert their whole traffic, compelled the rail- 
way companies, even in one instance the great Pennsylvania 
Railroad, not only to allow them enormous rebates from the pub- 
lished tariff on their own traffic, but also to pay them a handsome 
commission on every ton of traffic carried for weaker rivals. 

The story in its ugliest features is forty or fifty years old. The 
last lingering traces of secret rebates were stamped out about the 
end of the century. But the memory of them is burned deep into 
the recollection of the American people, and the effect still 
remains. The time when a candidate for the Governorshij.) of a, 
great state could make the main plank in his platform a promise 
that, if elected, he would “shake the railroads over Hell “ is past. 
But even to-day an hhiglishman can hardly read the utterances on 
railway questions of American economists or legislators, or the 
judgments of the various Commissions, State and Federal, with- 
out feeling that there is in them a bias, possibly unconscious, 
against the railway companies ; that the mental attitude is not 
one of impartiality, but of a desire to protect the public against an 
oppressor. 

And in one sense the public has protected itself most effectually. 
It has gradually, partly by direct legislative enactment, partly 
by the decisions and regulations of railway Commissions, so tied 
and bound the railway companies that they liave been rendered 
pretty nigh incapable of injuring the public. Unfortunately, a 
man in chains is as incapable of helping as of harming his neigh- 
bours. The railway companies have suffered. But the public 
has suffered with them, it is a matter of universal agreement 
that the existing railway companies are short of rolling stock ; 
that their terminals are hopelessly inadequate for tlioir traffic ; 
that railway extension is at a standstill, and that the reason is that 
the ijivestor refuses to find new capital for railway enterprise 
because railway investments have ceased to yield a commercial 
return. 

The regulation of railways began with the States. Massa- 
chusetts Jiad a Railway Commission as long ago as 1869. Fede- 
ral regulation only followed eighteen years afterwards. Mean- 
while State regulation had a varied history. The State 
Commissions were, broadly speaking, divisible into two classes, 
commonly described as “ Commissions with Power ” and “ Com- 
missions without Power.” The former were mainly in the East ; 
the latter in the West. Massachusetts may he taken as the type of 
the one ; Illinois and Iowa as the types of the other. The Massa- 
chusetts Commission had no power except to investigate a 
No. 118. — VOL. XXX. o 
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complaint, to call lor persons and papers, and to make and publish 
a Eeport. For many years it was eminently successful, partly 
because of its personnel, partly because in an old and settled 
community the companies with which it had to deal were pros- 
perous and well behaved, and amenable to local public opinion. 
In the West it was very different. The railway companies re- 
presented to the local farmer or miner not a fellow citizen, but the 
bloated capitalist of the East or of Europe. The Commissions in 
the West were given drastic powers and exercised them with the 
rough and ready justice of a miners* camp. 

The establishment of the Interstate Commerce Commission 
in 1887 marked the beginning of a new era. Its powers weie 
&raall at the outset ; but a whole series of amending Acts have 
constantly increased them, till in practice, though not in theory, it 
may be said to-day that the whole responsibility of railway regu- 
lation is henceforth vested in the Federal authority. The con- 
stitution of the United States gives to Congress the “power to 
regulate commerce among the several States.*’ It is on these 
few words, whose implications assuredly no one foresaw in 1788. 
that the whole fabric of Federal jurisdiction has been built up ; and 
their effect has been that, in spite of the tender-handedness with 
which every legislator ventures to touch State rights, the jurisdic- 
tion of the separate States over railway companies, each of which 
is in law the creature of the sovereign State by whose Charter it 
has come into existence, has gradually been ousted. 

II. 

To appreciate the position which has culminated in the enact- 
ment of the new law, it is necessary to go back to the situation 
it existed about the end of last century. Tlie uncontrolled coni- 
{)etition of earlier years liad forced down rates, taken as a wdiole, 
to an uneconomic level. Only an extraordinary increase in operat- 
ing efficiency, with a corresix^nding decrease in cost of handling 
traffic, had enabled the companies to avoid bankruptcy. And at 
this point a new wave of regulation, State and Fe<leral, increasing 
both in stringency and minuteness, came in all over the country. 
The result was not merely to stereoty{>e existing rates at the level 
to which competition had forced them, but by constantly pressing 
for the adjustment of long-standing inequalities, to reduce them 
to a still lower average. Not a few State Legislatures and Com- 
missions went further. They endeavoured with some success, 
not only to redress inequalities, but to produce new inequalities 
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in favour of their own citizens as against the citizens of neigh- 
bouring States by reducing intrastate rates, and the companies 
were compelled in turn to re-redress the balance by levelling down 
interstate rates. 

Nor was it only in matters of rates that regulation was bur- 
densome. State Commissions in many cases interfered with the 
issue of new securities. A Company operating in ten States, 
proposing to raise new capital, found itself obliged to obtain con- 
sents from six of them. And as each State was af)t to stipulate 
that a certain proportion of the capital should be spent within its 
own borders, a Company proposing to raise, say, $10,000,000 
might find that it had no power to do so except on condition of 
being required to spend, say, a total of $1^2,000,000 in the six 
States. Or again, on other occasions, a Commission might delay 
its consent till the market had been missed, and the money had 
either to be raised on more onerous terms, or could not be raised 
at all ; or again a State might prescribe that an issue should not 
be made except at a price at which the market refused to take the 
securities. 

Vexatious interference with ordinary management was equally 
common. Companies were ordered to stop through expresses at 
quite insignificant countj tow'ns; they were constrained to spend 
money on the erection of stations, not to meet traffic requirements, 
but to add to the architectural dignity of a city. The appliances 
they were to use and the methods they were to adopt in their 
daily oj^erations were prescribed in detail by legislatures comiX)sed 
mainly of farmers.^ 

So long as the cost of material remained low and the standard 
of wages was not raised, the companies as a whole managed to 
carry on, though on more than one occasion companies, represent- 
ing something like 4U,0(X) miles of line, were in a receiver’s hands 
at one time. But even the strongest companies found the margin 
between receipts and ex[)enditure constantly shrinking, and 
became alarmed about their future. The pace at which new 

^ I wajs travelling in Texas some ten years ago on the line of a railway 
company then struggling to keep out of bankruptcy, but which has since 
succumbed. I found a new station in course of erection at a quite uiiiiiiportant 
town. The walls of the waiting-room were being panelled with marble, and the 

of the station was estimated to be £00,000. When I expressed my astonish- 
Jueut at the extravagance. I was told, that if the company did not do it volun- 
tarily the Commission would compel them. The engines of the same company 
were equipped with electric headlights. They were, on the whole, inferior, said 
Ibe responsible officer, to oil lamps ; but as the company’s lines were situated in 
several States, and one of them hadi a law requiring electric headlights, it was 
better to equip all the engines to the same standard. 

0 2 
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construction was undertaken slackened till it gradually almcpt 
wholly ceased. Not only did Boards of Directors hesitate to incur 
expenditure with scant prospect of an adequate commercial return, 
hut the outside investor took fright, raised his terms, and finally 
refused altogether to buy ordinary stock. Such new money as had 
to be raised could only be raised by prior charges, and largely in 
the form of short-term loans. And in America, where traffic 
fluctuates from year to year and even from month to month to an 
extent unknown in older countries, financing through fixed obli- 
gations, especially short-term notes, which may fall due for re- 
newal at seasons of market stringency, is a dangerous policy. 

The United States is a big country, and no generalisation is 
true for the whole of it. Broadly speaking, the railways of the 
South West are chronically in or on the verge of bankruptcy ; a 
good many of the great systems of the Central West and North 
West are prosperous; those of the South are poor and struggling ; 
while the Trunk lines in the Atlantic States, though not without, 
numerous and in some cases important exceptions, have a long 
record for payment of steady and substantial dividends. 

III. 

In 1910, the railway companies first made a concerted effort 
to put up their rates all round. Joint applications to the Inter 
state Commerce Commission were made by the hjastern and by 
the Western groups respectively. To an outside observer the need 
of the Eastern railways for increased net revenue seemed abun- 
dantly clear; that of the Western lines not so obvious. After 
exhaustive hearings the Commission refused both applications. 
They based their decision, that an increase of rates was not 
required, on the view that new net revenue was not needed, 
and on the exj)ectation that neither wages nor cost of materiai 
would much advance ; and they added that, if they were proved 
wrong, they would not hesitate to sanction reasonable increasi's. 
Three years later the Eastern companies rejiewed their application. 
In July, 19.14, the Commission admitted that their earlier fore- 
cast had been mistaken, that costs had largely increased, and 
“ that the net of)erating income of the railroads taken as a whole 
was smaller than that demanded in the interests both of the 
general public and the railroads.*' And on these premises the 
Commission based tlie conclusion that only a trifling increase of 
rates ought to be sanctioned. A few days later War broke out. 
There was panic in New York. Exchange went over $7 to J^l- 
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BusincBB was paralysed. And the need of the railroads — it may be 
remembered that patriotic citizens throughout the country were 
urged to “buy a bale of cotton ” to avert a general collapse in the 
South — was profound. An emergency application was made to 
the Commission, and at long last sanction to a general 5 per cent, 
advance in rates was given. Again, in 1916 and 1917, insistant 
facts constrained the Commission to {KTmit further advances of 
15 per cent. 

The War, which at the outset looked like depriving the 
American railroads of a large part of their business, had not lasted 
more than a few^ months before it began to bring them a volume of 
traffic wdiolly unprecedented. As every manufacturer knows, when 
new business piles in, when the plant is producing its maximum 
output, before costs begin to go up, and before new capital for in- 
crease of plant has to be raised somehow, profits are bound to be 
large. And so it proved with the American railways. Questions 
of finance sank in 1915 into the background. The urgcuit (pies- 
tion was how" to handle the luiormous incixuise of traffic with a 
machine wholly inadequate for the work. The companies 
struggled with the situation to the best of their ability. But 
(luring the years 1915, 1916 and 1917 it got more and more beyond 
their control. Bolling stock was far short of requirements ; ter- 
minal accommodation at Atlantic coast points hopelessly inade- 
(juate. Vj\en had labour and material bc'en available to increase 
them, the companies had neither sufficient money nor credit for the 
purpose. They were forbidden by the original Act to Eegulate 
fornraerce of 1887 to enter into ])ooling agreements. They W’ere 
liable to prosecution uiuhu' the Sherman Anti-Trust Act of 1890 
if they attempted to combim^ their resources. Still they struggled 
to pci form impossibilities. In April 1917, a few days after the 
I'uited States declared War, the companies, with the tacit a])- 
proval of the Federal authorities, constituted a Bailway War 
]k)ard to obtain the maximum concerted action possible. Urged 
by the same authorities, they cancelled passenger trains wholesale 
to make room for freight. And thereupon the Louisiana State 
Hiiilroad Commission promptly imposed u[)on the Texas and 
I'acific Bailroad, which had taken olT nine brancli passenger trains, 
a fine of $5000, with an additional $5000 for each day subsequent, 
for the “ arbitrary, wilful, deliberate ami flagrant ” violation of the 
I’ule forbidding suspension of trains without leave of the Com- 
^T^ission. 

Congress in August, 1916, had passed an Act authorising the 
Fresident in time of War to take possession of the railroads. 
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And, in the closing days of 1917, the President acted upon this 
authority. He assumed possession of the railroads and appointed 
a Federal Director General with practically despotic powers. 
Departing from the English precedent, where the actual man- 
agement had been left undisturbed in the hands of the existing 
organisations, the new Director General, though the Government 
was required by Statute to return the railways to their owners at 
the latest within one year and nine months after the end of the 
War, forthwith decided to create a new Federal organisation and to 
manage the railways himself. He established a new administrative 
machine, recruited, as was inevitable, in the main from the old 
railway olhcials, but both geographically and hierarchically cutting 
across the organisation of the companies in every direction. So far 
as could be done at short notice, he re-arranged the whole vast 
railroad system on a consolidated instead of a competitive basis. 
He subjected non-essential traftic to a wholesale system of em- 
bargoes, and when he did carry it, sent it, regardless of traders' 
instructions, over what route he pleased. He threw open the 
terminals of one com|)any to the traffic of what had hitherto been 
its rival, and put all the rolling stock of the country into one com- 
mon pool. Two other departures from English precedent deserve 
notice. During the War, our companies carried Government 
traffic free, no account being kept of its volume and no charge 
made. In America, all traffic was charged against the Department 
concerned, in order that full records, both of money earned and 
of traffic carried, might be ma.intaine<l. We scrapped such scanty 
statistical information as had previously been compiled. In 
America, their ample statistics w’ere not only continued but vn- 
larged, and a special Statistical J^eparl merit was established in 
charge of a Chief who duplicated the functions of a railway officril 
and of a Harvard professor. 

With a stroke of his pen the Director General added nearly 
£100,000,001) to the wages bill, and with another he added 50 i>ei 
cent, to every passenger fare, and 25 per cent, to every freiglu 
rate in the country. It was high time, for he estimated—anil 
needless to sav his estimate was largely exceeded — that the ex- 
penses for 1918 would exceed those for the year 1917 by a sum 
of between $106,000,000 and $192,000,000. 


IV. 

There is no need to enlarge further upon the history of Federal 
management during the 27 months that it continued. It 
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not very successful. In the nature of things it could not be. 
Even though public opinion, backed by the War powers of the 
President, enabled the Director General to brush aside a whole 
mass of obstacles that had proved insuperable to the private 
management of the companies, his task was an impossible one. 
The physical machine was entirely inadequate for the work thrown 
upon it ; and it was impracticable in a few months, with labour un- 
attainable and materials and factories pre-empted for army sup- 
plies, to catch up the deficiencies that had been accumulating for 
a scries of years. Expenses advanced by leaps and bounds. Cost 
of materials increased probably even faster than here in England. 
As for wages, though the percentage increase was less, the gross 
advance has been much greater than here. It is estimated that 
the average earnings per employee were in 1906, per annum ; 
in 1917, £198, wdiile to-day they are something like £300. Heroic 
efforts were made to make up the deficiencies in plant due to the 
enforced economies of previous years. In May, 1918, the Director 
General budgeted for a capital expenditure of £230,000,000. But 
it was found impossible to si)end it, and only £40,000,000 was 
actually spent in the first half of 1918. 

A word must be said about the financial arrangements between 
the Federal Government and the companies. Broadly, it was 
on the same lines as that concluded here by the Treasury. But 
there were two main differences. Instead of a general agreement, 
covering all the companies and contained in eight lines of a letter, 
the American Government undertook to enter into a separate con- 
tract with each company ; and the contract was so detailed and so 
complicate<l that negotiations with a Committee of railway solicitors 
as to the general form of contract required nine months of cons- 
tant discussion, while in some cases the actual contracts them- 
selves with the individual companies have not yet been formally 
executed. Further, the standard of payment to the companies for 
the occupation of their property was based, not as with us on the 
earnings of a single year, but on the average of “ the test period ” 
from Juno 30, 1914, to June 30, 1917. There is a further dif- 
ference of which the importance is considerable. Here the agree- 
ment was made verbally at the time the railways w ere taken over 
and confirmed in writing within 48 hours. In xAnierica, the 
railroads were taken over on December 28, 1917 , but authority to 
the President to contract for payment wras only given by Statute- 
on March 21st. The constitution provides that not even Presi- 
dent or Congress or both combined can take possession of property 
“without due process of law\*’ which means ultimately on terms 
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approved by the Supreme Court. Theoretically, therefore, the 
companies were amply protected. But as a matter of practical fact 
the Government had possession of the properties; each company 
continued liable to its bondholders for interest payments as they fell 
due, month by month, and the companies had no revenues coming 
in to meet these debts. The Government had the whip hand ; 
and in the last resort, if they were to avoid bankniptcy, the com- 
panies were compelled to accept the interpretation which the 
Director General, acting as judge in his own cause, might think 
fit to put upon any clause of the Statute under which the com- 
pensation was fixed. And railway companies in America have 
learned by long experience that, though they may sometimes 
get justice, they need never expect generosity from public 
authorities. 

The net sum payable to the companies under the various agree- 
ments is estimated to amount roughly to $950,000,000 i)cr annum. 
It has proved impossible for the Federal Administration to earn 
this money cxce])t by a further steep iiKTcase of rates ; and this 
further iiuirease the Government, in spite of the protests of the 
companies, who looked forward with dismay to their position when 
the railways were handed back, has steadily refused to put in force. 
There was a deficit of .t‘-17,000,000 to be met from taxation in 
1918. For 1919 it is estimated that the deficit will be, in round 
figures, j£T00,()00,()00. And there is also to be met a deficit on 
the same scale for the two months to March 1st, 1920. 

To an outside observer it ap[K‘ars that on the whole the Federal 
Administration succeeded better than could have been expected. 
But a remarkable result has ensued. Till it w^as submitted to the 
test of practical experience, Gov(‘rnment ownership and manage- 
ment had in the States not a few BupfX)rters. Since they have 
actually been tried, public opinion is quite overwhelmingly opi)oaed. 
The Railway U nions are, there as well as herc-^olficiaHy at least- 
solid in its favour; and organised labour as a whole is on the side 
of the railway men. By every other class — farmers, traders, 
manulacturers, legislators, newspaper editors — condemnation is 
practically universal. Whether the railways would ever be handed 
back to their owners, was in the beginning of 1918 a very open 
question. By the end of the year, that they would be handed back 
was practically certain. The only (juestions were, how soon and 
on what terms. Suggestions of two successive Directors General 
supported by strongly reasoned arguments — that Government 
management should be more thoroughly tried out during an ex- 
perimental period of five years, by the end of which a reversion to 
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normal conditions might be expected to have taken place, were 
brushed aside almost contemptuously by Congress. 

V. 

The Transjxirtation Act, 1920, restoring the railroads to private 
ownership, was signed by the President on February 28th, and 
went into effect at midnight on the following day. Tjike its 
predecessor, the original Interstate Commerce Commission Act of 
1887, it is the result of a compromise between tw^o schemes pro- 
posed by the House and the Senate respectively, which differed 
widely from each other in important particulars. Though the 
Act divests the Government of the control of the railways, it 
provides that control of the waterways and w’ater transport shall 
be continued under the charge* of the Secretary for War. Reluc- 
tance to relinquish the ploughing of so fruitful a field of what is 
commonly known as “pork-barrel” legislation may or may not 
have been the reason for this reservation. A series of transitory 
provisions deal with the conditions of re-transfer, including tlie 
winding up of accounts, the funding for ten years of Government 
advances, the continuance of the emergency rates and fares for 
six months and thereafter till altered by proper legal procedure, 
und the continuance of the guaranteed revenue for the same six 
iiiontlis. For the purpose of providing for interim finance, a sum 
nf £60,000,000 is [ilaced at the disposal of the Interstate Commerce 
Commission to be employed in advances to the companies for 
capital pur})oses. 

I'lie Senate Bill provided for compulsory arbitration and made 
a strike against an Award a penal offence. Naturally, the Unions 
()pjK>sed fiercely ; and the House of Representatives refused to 
agree. In the result the scheme for settlement of disputes as to 
wages and working conditions as passed closely resembles that 
which has been introduced here by the Minister of Transport, 
'fhree stages of pro(!e(iure are laid down. 

(.1) All disputes are to be considered and, if possible, decided 
between representatives of the two sides. 

(2) Boards of Labour Adjustment may be established by 
agreement between any company, grou|) of companies, or the 
companies as a whole on the one side, and any employees or em- 
ployees* organisation or group of organisations on the other. Their 
jurisdiction, it will be observed, is. merely permissive, and is con- 
fined to “disputes involving only grievances, rules or working 
conditions.” 

(3) The important body is the Railroad Ijabour Board. It 
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has nine members, appointed at a salary of ^2000 a year each—a 
very high official salary for America — by the President, by and 
with the consent of the Senate. Three members each constitute 
respectively the “ labour group,” the ” management group,” and 
the “public group.” The members of each of the two former 
groups are to be selected by the President from a list of six sub- 
mitted to him by the group interest to be represented. The 
members of the public group are selected by the President directly. 

The Labour ]3oard has very wide powers. It decides appeals 
from the Adjustment Board ; and hears all disputes in reference to 
wages, with a special provision that, if the decision involves sucli 
an increase of wages as will be likely to necessitate a substantial 
readjustment of rates, the operation of the decision may be post- 
poned. Tlie decision of the Board must be made by an absolute 
majority, and if it affects wages, at least one of the members of 
the public group must concur in the decision. The Board is 
required, not only to deal with the cases brought before it, but to 
carry on continuous investigation in reference to wages and bourn 
and conditions of labour; and to gather, compile and publish datn 
and information on such matters, for the benefit, not only of tlie 
Board, hut of the public. The Board has |X)wer to subpoena wit- 
nesses, to compel the production of documents and to hear evidenc(» 
on oath, iunally, the companies are forbidden for a period of six 
months to reduce any wages fixed during Federal control. 

J)iiring the long discussion which took place before the roni- 
mitteos of both Houses, various schemes for administrative control 
were put forward. The railroad companies pro[)osed that there 
should be a new Cabinet officer, a Secretary for Transportation. 
The Senate Bill proposed to establish an independent Board of 
Transportation. NeitJier of these schemes have been accepted. 
In the Act as passed the whole control, executive, administrative, 
and, as we should say, judicial — though the Constitution of the 
United States refuses to recognise as judicial a body of mixed 
function — together with, in some cases, the functions of a public 
prosecutor, is centralised in the interstate Commerce Commission. 
And to correspond to its greatly increased powers and duties the 
number of members is augmented and their salaries increased. 
It is im^xissible to enumerate their powers at length. They may 
be compared in scope and stringency to the ix)wers exercised by 
the Government in France and in India, or to those giveji to our 
Minister of Transport in the temporary provisions of the Ministry 
of Transport Act rather than to the carefully restricted powers 
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exercised before the War by our Board of Trade and Bail way Com- 
mission. No company may in future extend its railway, acquire 
a new^ railway, or obtain working powders over it, or abandon any 
line which it now works, without the consent of the Commission. 
The Commission may at any time order the Company at its own 
expense to provide safe and adequate facilities, and to extend its 
lines, subject to the condition that the expense must not be 
such as to impair the ability of the company to perform its duty 
to the public. Provided it does not interfere with the ability 
of a company to handle its own business, the Commission may at 
any time order one company to permit another to use its terminals. 
In times of emergency, of which the Commission is sole judge, it 
has powder to suspend any rules, to divert traffic as it thinks proper 
to other routes and to order one company to supply rolling stock 
to another. 

The original Act of 1887 made pooling illegal ; and the 
Sherman Act of 1890 practically forbade all agreements between 
companies, even in reference to the fixing of competitive rates, as 
being in restraint of trade. In future a company may law^fully 
pool traffic, and enter into agreements, even to the extent of sur- 
rendering the control of its line to another company, if and so 
far as permitted by the Commission. 

There has long been general agreement, not only among rail- 
way men, but in Congress and public opinion, that the whole of 
the railways of the United States should be consolidated into a 
limited number of large systems. The Senate Bill contained a 
scheme for compulsory consolidation into not less than tw'elve 
and not more than thirty systems. But public opinion has 
hitlierto refused to go so far as to adopt the French system, where 
each company has exclusive control of its own district. The new 
Act instructs the Commission to formulate a plan for the con- 
solidation of the whole of the railways into a limited number of 
systems, tentative in the first instance, and then, after public 
hearings, definite ; or the companies may on their ow'ii motion 
submit such ])lans for the Commission’s approval. “Under such 
plan competition shall be preserved as fully as possible, and wher- 
ever practicable the existing routes and channels of trade and 
commerce shall be maintained ... so that the cost of transporta- 
tion . . . shall be the same as far as practicable ... so that these 
systems can employ uniform rates in the movement of comi>ctitive 
traffic, and, under efficient management, §arn substantially the 
same rate of return upon the value of their respective railway 
properties.** 
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It is one thing for Congress to pass legislation. It is quite 
another to carry it into effect. How effect can be given to the 
enactment as set out above, it passes the wit of man to conceive. 
Within the last few weeks the Supreme Court has administered 
a severe reprimand to the Commission for ‘ ‘ an unwitting assump- 
tion by the Commission of authority which it did not possess,” 
in refusing to carry out a statutory mandate on the ground that 
the Commission considered that it involved consideration of mat- 
ters “beyond the possibility of rational determination,** requiring 
“inadmissible assumptions,’* and “implying an impossible hypo- 
thesis.” It is to be feared that in future years the Commission 
may inevitably expose itself to another and a similar reproof. 

Hitherto the Commission have only fixed maximum rates. It 
was otX 3 n to any company to go below them and force its com- 
petitors to follow suit. Henceforward the Commission may lix, 
not only maximum, but minimum rates, or both, or if it thinks fit 
may fix the rate that shall actually he charged ; and may also 
settle the ap])ortionment of a through rah' hctweeii the various 
coinf)anies whose lines compose the through route. To pre- 
scribe the method in which and the machinery by which rates 
shall be fixed, is difficult enough. But the vital (juostion which 
Congress liad to settle was not om^ oi’ machinery or method but 
of quantum : how are the railroads of the United Slates to be 
enabled henceforward to earn a living wage? That with a few 
exceptions they arij not doing so at present is admitted on all 
hands. To take one instance, the Pennsylvania Railroad, which 
for fifty years past has paid a dividend of 6 ])er cent., last year 
actually earned only about one-fourth of its guaranteed net in- 
come ; and its shares, wliich were always regarded as a gilt edged 
investment, have fallen to a heavy discount. 

Broadly, the question for solution was this. Let it be granted 
that the railroad companies are entitled to a fair return, wliat is 
a fair return? And on what is the return to be calculated? 
Clearly on the value of the property devoted to the public service. 
What then is that proi)erty, and how is its value to be ascertainc'd ? 
Finally, some companies are strong and rich, others weak and 
|)(X)r. If competition is to be maintained, rates must be the same 
by all routes. How then fix a rate which shall give no more than 
a fair return to the rich road, and yet enable the poor road — which, 
poor though it may be, is yet indispensable to that part of tlu? 
public which it alone serves — to make a livelihood? The answer 
of the Statute to these riddles is an interesting combination of 
theory and what they call in America “horse sense.** 
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That a “ public utility ” company is not in the same position 
as an ordinary trading concern ; that it is only entitled to a fair 
return on the capital actually devoted to the public service, is a 
principle deeply embedded in American legislation and jurispru- 
dence. And popular opinion — apparently influenced by the fact 
that in many States laws against usury, which forbid loans at a 
higher rate than 6 per cent., still remain on the Statute Book — has 
determined that 6 per cent, is normally the outside limit of a fair 
return. The fact that G per cent, was fixed in quite other cir- 
cumstances, as interest on a debt certain, and not as a maximum 
possible dividend on an investment, certainly speculative at the 
outset, and not likely to yield any profit during its first years, is 
quite ignored. The Courts, when called in to decide U 2 X)n cases of 
compulsory purchase or of proposed reduction of charges, have 
sometimes held that a return of “ not less than 6 per cent. ” must 
be taken as a basis, as otherwise the constitutional prohibition of 
confiscation would be violated. The public have read “ 6 per 
cent.,” and have ignored the words “not less than.” The 
'fransportation Act requires the Interstate Commerce Commission 
to fix, for an interim j^eriod of tw^o years, such rates as will produce 
live and a half per cent, on the value of the pro2>erty plus, if the 
Commission so think fit, an additional one-half per cent, to be 
devoted, not to dividends, but to imi)rovementH jTOjDerly chargeable 
to capital but of a tyj)e not likely to be directly revenue earning. 
After two years, the (’ommission is left at large in the matter, and 
is instructed to permit the companies to earn such a reasonable 
return as, having regard to all the circumstances of the case and 
the need for attracting new capital to railway enteiqu’ise, it may 
think })roper. If, however, in the result, any company earns 
above G percent, on the value of its [a-operty, one-half the excess 
is to become the property of the Government and form a fund to 
b(‘ adiiiinistered by the (^)mmission for general railway jmrposes. 

The constitutionality of this provision is challenged by the 
officers of some of the prosperous roads. They argue that rates 
fixed l»y the ('ommission acting under statutory authority must 
be conclusively [U’esumed to be reasonable rates ; that the net 
revenue earned by carrying traffic at reasonable' rates is the lawful 
l)roperty of the carrying company ; and that it is beyond the 
powers of Congress to deprive tlic shan'holders of that w’bich is 
their lawful proi)erty. That this question will be fought right up 
to the Supreme Court is certain, but in all probability it will be 
^ long time before a decision is finally reached. 

It is to be observed that, w'hile a maximum return is fixed for 
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the strong? companies, there is no coiTesponcling minimum 
guarantee to the weak. The rates may be fixed by the Com- 
mission at their discretion for the whole country or for such 
territorial groups as it may choose to constitute. If, however, 
five and a half per cent, or six per cent, or any other figure is fixed 
as a fair return for the railroads of the whole country or of a 
district, by as much as the rich railroads go above the average, 
by just so much must the \)ooy comimnies fall below it. The 
result of this legislation would seem to be that it will be impossible 
for the poor roads, which are more likely to be backward in 
facilities than their rich neighbours, to raise new capital on an 
adecpiate scale. Presumably the eflect will be that, as soon as 
the situation is stabilised, and it becomes reasonably clear what 
the value of the ix)or lines on a revenue basis is, they will be 
constrained to sell out on this basis to their richer neighbours. 

The “fair return” is to be on the “aggregate value of the 
property held and used in the service of transportation.” 
What that value is nobody knows at this moment within billions 
of dollars. There are two things involved, an inventory of the 
property devoted to public use, and a settlement of the principles 
upon which the property when inventoried is to be valued. Is it 
to be valued, to mention one or two of the broadest questions, at 
what it cost to produce originally ; at what it would cost to produce 
to-day ; or at what it is worth as a revenue earning machine? As 
long ago as 1913, Congress passed a law requiring the Commission 
to inventory in detail each piece of raihvay property, setting 
out separately “the original cost, the cost of reproduction new, and 
the cost of repro<luction less depreciation,” to give an analysis of 
the methods by which these several costs are obtained and the 
reason for their difference, if any ; and to report separately the (jth^n- 
values and elements of value, if any, of the property. The (.’oni> 
mission is likewise required to investigate and report on the w hole 
history of each company, especially from the ix)int of view of 
finance and operating receijds and expenditure. This process 
of valuation has been going on for the last seven years at a cost 
of many millions of dollars to the Federal Government, and an 
even larger sum to the railroad companies; and so far as concerns 
the physical valuation of tlie property as originally brought into 
existence is now nearly completed. But even when completed, 
this is only the first and the easiest stage. It is only a matter 
of infinite pains, provided the records are still in existence, to 
ascertain what it cost to produce the original line of say, the 
Illinois Central in the fifties, and what percentage increase should 
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be made for the heavier rails introduced since, pr what percentage 
decrease for the fact that a certain number of sleei)ers have lived 
out their allotted span and are due for replacement this summer. 
But to estimate what it would cost to reproduce the Illinois Central 
to-day is quite another matter. And when it comes to other ele- 
ments of value, imagination boggles at the task of estimating the 
value to the Illinois Central shareholders of the fact that Chicago 
has grown from a village to a town of two million inhabitants, and 
iliat the tendency of modern export trade from the Missisippi 
Valley to Europe is to seek an outlet at New Orleans rather than 
through Atlantic Coast yiorts. One can hardly imagine that the 
Commission will be able to reach conclusions on so vast a subject 
for a good many years to come. And even wdien they have, the 
matter will be far from settled, for it will be oi>en to the com- 
panies to appeal on innumerable points to the Courts, and they 
will evidently not be content, where decisions go against them, 
with anything short of the judgment of the Supreme Court. 

On the whole, it will be a very long while before the Com- 
mission will be able to base the rates which they authorise on 
the fair value of the property as ascertained under the Valuation 
Act. Possibly, by the time this value is ascertained finally, if 
it ever is, the American public may have learned to doubt 
whether the theory that rates should be fixed on physical value is 
from the economic point of view the last word on the question. 
It may, ))erhaps, prove equally inqx)rtant to look at the other side 
of the shield and to regard the value of a railroad as based upon 
the rates actually charged and legally or commercially chargeable, 
and the traffic, actual or ])otential, available for carriage. 

Meanwhile, the Commission is instructed to ascertain fair 
value in another way. The companies under the form of 
accounts required by the Commission have what is called their 
“ pro j.>erty investment account.” Since 1907, during which period 
something like one-third of the total railway capital has been 
invested, this account has been closely supervised by the Commis- 
sioji ; and this one-third therefore may be assumed to represent 
accurately the precise amount of cash properly spent for capital 
l)ur poses. Before 1907, the accounting methods in vogue showed 
what w^as then called “cost of road and equipment” as the equi- 
valent of the nominal capital issued. Whether this amount w’as 
greater or less than the cash actually invested, no man can tell. 
Hundreds of millions of dollars of shares were originally issued 
Jis bonuses to promoters or purchasers of bonds. Since then, 
hundreds of millions of nominal capital, much of it representing 
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actual cash investment, have been wiped out by sales under 
foreclosure or otherwise. Accx)rdinglyy during the two years 
beginning March 1st, 1920, the Commission is instructed, in 
ascertaining the aggregate value of the property., “ to utilise the 
results of its investigation under the Valuation Act in so far as 
deemed by it available,’* but at the same time to give “due con- 
sideration to all the elements of value recxjgnised by the law of 
the land for rate-making purposes,” and to give “to the 
property investment account of the companies only that con- 
sideration which under such law it is entitled to in establishing 
values for rate-making purposes.” It is to be observed, how- 
ever, (1) that the law of the land has by no means clearly laid 
down what are the precise elements of value to be taken into con- 
sideration ; (2) that still less has it attcmj>ted to quantitate these 
several elements. It may be added that the words ‘ ‘ values for 
rate-making purposes” are apparently introduced in order to 
determine— as far as Congress has jurisdiction to determine— as 
against the railroads, a long-standing controversy between distin- 
guished authorities on the question whether a property can 
have one value for rate-making purposes, and another and 
different value when it is a question of fixing the price to be paid 
for the property on a compulsory sale. 

The Commission is given the most absolute control over all 
accounts, records and memoranda of every kind kept by the com- 
panies. It is to define the classes of property for which depre- 
ciation is to be f)rovided out of income, and to order such per- 
centage of depreciation, as it thinks fit to fix in respect of each 
class, to be charged against the operating income of the company. 
The Commission is to have at all times access to all documents of 
correspondeFice now or hereafter existing. The companies may nt^t 
destroy these documents without the consent of the Commission, 
which has power at any time to send examiners to insjwct thein. 
Further, tlie companies are forbidden to keep any siccounts. 
records or memoranda of any kind except such as the Commission 
prescribes or approves. This last provision is obviously inserted 
Jest the former custom of keeping private records in which secret 
rel)ate accounts were entered sliould revive. 

State regulation of railway securities is finally brought to an 
end. No company may in future issue capital, cither shares or 
bonds, except for short term notes to a very limited amount, with- 
out the authority of the Commission, which is required to satisly 
itself that the issue is for a proper purpose, reasonably necessary 
for such purpose, and to be made on proper terms and conditions. 
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Provision is made for notification to the autliorities of each State 
in which the company operates, and for tlieir rc|}resentations 
being heard before the application is granted. 

The Act concludes by declaring it to be the policy of Congress 
to promote, encourage, and develop water transportation, and 
that it shall be the duty of the Secretary of War to investigate 
appropriate types of boats and the subject of water terminals 
both for local traflic and for traffic exchanged with railways; to 
advise and co-oiierate with communities, cities and towns ; to 
determine w^hether waterways arc being fully utilised and meet- 
ing the demands of traffic : and to compile, publish and distri- 
bute useful statistics, data and information on the subject. 

We may summarise the main features of the Act as folloAvs. 
There is established stringent control, alike in respect of finance, 
new construction, operation, and rates, over a system of more 
than 250,000 miles of railway, in the hands of a single body, of 
eleven members, forming a Board, wholly independent of the 
President and liis Ministers, having no direct responsibility to 
(’ongress except in so far as Congress votes their salaries and can 
at any time alter their position by new’ legislation. C.'ongress lias 
laid down for the guidance of the Coinmission general principles 
on certain points. ^J^he railroads arc to be consolidated into some 
twenty great systems; each system is to remain i!ule])endent and 
competitive, except so far as the (Commission may permit pooling ; 
the rates chargeable arc to he such as will produce a fair return 
oil railway property as a whole ; hut from tlie fact that these rates 
will produce more than a fair return for some railroads, neces- 
sarily they will produce less than a fair return for others. 

How the scheme wdll work remains to be seen. It may be 
doubted W’hcther any eleven men could carry the burden that has 
been imposed upon them. The readiness of the best American 
<*itizens to work for their (lovcrnmeiit at the ridiculously dispro- 
l>ortionate salaries w’hich tradition enjoins is well knowm. Ihit 
in the long run it must be difficult to obtain men, strong and w ise 
enough to control a group of railway presidents, in return for 
salaries one sixth or one eighth of those which (li(‘se presidents 
themselves receive. It is to be hoped that iJiey will be fouml. 
Ihat the greatest railway system in the world should come to 
^tate ownership, not because the people want it, but heeause 
Congress dare not vote a few' hundretl thousand dollars for 
inlcquate salaries, would be an anti-climax. 

W. M. Acw’ortii 
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THE BEJ.GlAiN EXCHANGE SINCE THE WAR 


Before the war the qiicBtion of foreign exchange was already 
a subject for lively discussion in B<dgiiim. The rise of exchange 
rates on Paris above the specie |X)int was then causing anxiety, 
not altogether without reason. This rise was resulting in a 
constant drain of five-franc pieces and even of other silver coins 
from Belgium into Erance, and the National Bank, which for 
various reasons was not inclined to raise its rate of discount, was 
obliged to buy back this money in order to place it in the coffers 
of the Bank, from which it l)cgan to flow out once again towards 
France. In order to repurchase divisional coin in Paris, the 
Bank naturally had to obtain excliange ; the purchases which 
the Bank proceeded to make on the exchange market tended, of 
course, to raise the rate, and perpetuated the adverse financial 
balance by depriving the ex])orts’ of currency of their regulating 
effect. 

Theoretically the prol)lem was of great interest and gave rise 
to endless controversies. Ihit from the practical ]X)int of view 
the drain of five-franc pieces was certainly not very serious. In 
comparison with the present state of affairs, the situation at that 
time was as the disapj)ointment of a child to an abiding sorrow. 

On August 4th, 1011, the German Army invaded Belgian 
territory in defiance of a plighted faitli. This aggression ^^as 
destined to bring financial and monetary disturbance in its tiain. 
Even before tlie actual outbreak of war bank depositors and holdtn s 
of banknotes had fallen into a panic. On the evening of August 3ial, 
when tlio German ultimatum was rex^eived, the Government pro- 
claimed the enforced circulation of banknotes and a moratoriiim 
for bank deposits, withdrawals being limited to 1,000 francs a- 
fortnight for each depositor. 

In normal times the Belgian Government cannot discount 
with the National Bank more than 20 million francs’ worth of 
Treasury Bonds at a time. 'J'his wise precaution, embodied in the 
Statutes of the Bank (Art. 23), had to be abandoned under the 
pressure of a sudden crisis. Yet the advances of the Bank to the 
State did not attain to a high figure. Before long the greater 
part of the country was occupied by the enemy ; the Government 
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took refuge abroad, where il lived on credits granted by its 
greater Allies. 

Once they were installed in Brussels, the Germans were not 
j^low to modify the system of note issue on the pretext that thi‘ 
reseiwes of the National Bank had been shipped, to Tjondon by 
ho Belgian Oovernment. On December ^^nd, 1914, Cavalrv- 
(ieneral von Bissing, whom the Km|>eror had a])pointed Governor- 
(leneral of our country, transferred to the Societe Generale do 
Ik'lgique the right to issue notes, or rather, compelled this 
important linancial institution to put into circulation inconvertible 
notes, mainly in order to advance to the Belgian provinces the 
aiiKjimt of the heavy war contributions which he had iin|X)scd 
upon them. 

^loreover, immediately on entering Belgium, the invaders had 
( iiforced the circulation of marks at tlie rate of 1.25 franc, a rate 
which is slightly higher than the mint parity of 1.2315 franc. As 
I he period of oc'cupation was prolonged, the country became 
Hooded with German notes; each year the flood became more 
foiniidahle on account of the increasing depreciation in tlic value 
of this })aper money. Experience has proved many times ov<*r 
that the <lei)reciation of paper money proceeds at an ever 
;iecelerating pace. 

At last in 1918 the country was liberated. Before even the 
greater part of the territory ha<l been recon(|uered, the Govern- 
iiieiit decided to redeem in national cnrrency tlie marks which 
were circulating in Belgium. The Government acted on the 
conviction that a conquered Germany would be required to repay 
this currency debt before all others. The event proved that this 
was an illusion.^ 

11 is true that a loan (called “de la Bestauration Moiietaire ”) 
was issued at once, and that subscribers received Treasury Bonds 
on payment of three-quarters of their subscription in marks and 
oiuMpiarter in Belgian notes. Ihit, in spite of this loan, an 
eiiorinous number of German notes remained in circulation. They 
were excliangcd at tlie rate of 1.25 franc, and tlie National Bank 
'vas for this reason obliged to make an advance of 5, 800, 000, 000 
h'ancs to the State. Tliis advance was represented partly by an 
oicrease in current accounts (deposits at sight), but more par- 
ticularly by an increase in the total note circulation, which rose 

^ A convention has however been concluded, since th.' signature of peace, 
txitwoen the Belgian and the German Governments, under which the latter 
undertakes to take back the marks in exchange for Treasury bonds of graduated 
umturitios, and to pay interest and to cover (except for a sum of 600 million 
*uarks) the loss on exchange. 
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to more than milliards of francs.* It is to this operation ol 
redeeming the marks that monetary inflation in Belgium is really 
attributable. Such inflation is, beyond all question, a relic of 
foreign domination. 

During tlie period of German occupation the Belgian franc 
had been artificially associated with the mark. But measures of 
constraint are notoriously inelTcctive in currency matters. In 
fact, Belgian ])aper had ceased to circulate. All payments weiv 
made in marks. When the German Government compelled tlx- 
SocicHe Gthierale to provide Belgian francs and then ])ut them in 
circulation, these francs disaj)peared as fast as they wen* issued. 
dUiere was even a sentimental preference for the old notes of the 
National Bank. Since all quotations were forbidden, it is 
impossible to give even an approximately correct statement of the 
premium paid for them, nor indeed can the ])rerniiim on gold and 
silver coin be ascertained. It is asserted that the Gerinaiis 
attempted to buy up coins through the intermediary of agents, 
whom they suborned in order to avoid the refusal which they 
would have met with if they had openly offered to hid for coin. 
It is not likely that by this means they o})tained any apprecial)lx 
quantity. 

Abroad, and notably in Holland, the two kinds of natioixtl 
})anknotes were (jiioted at slightly different rates, since tlx- 
Government at Havre refused to recognise the notes of the S<x‘ici(' 
Generale, in order not to play into the hands of the enemy. Tlx' 
notes of the National Bank were subject to some depreciation in 
relation to the florin ; they were assimilated to the currencies of 
the Entente Powers. 

After the Armistice, regular exchanges were gradually ost.il)- 
lished, naturally not without some depreciation. This depruxt 
tion was at first inconsiderable, but has been continuoii^iy 
aggravated ever since. 

There is nothing peculiar in this depreciation of the Belgian 
franc. It is esseTitially similar to that of the French franc iiixl 
even to that of the Italian lira. Ttaly is showing us the way ly 
being tlie first to take the downward path ; France follows at a cei- 
tain distance, and we follow on the heels of France. There are, ol 
course, others, scouting well in advance of Italy, and much more 
recklessly ; I do not mention them because it is not to be 
that we shall follow their lead. 

^ This includes the notes of the Soci^t^ O^n^rale. In reality the Society 
G^n^ralo did no more than lend its name to the issue. It should bo slated Ih'' 
on the 30th June, 1914, the fiduciary circulation amounted in round figures le 
1 milliard francs. 
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The facts are only too familiar : all Eiirof)ean countries which 
took part in the war — victorious nations, conquered nations, 
liberated nations alike — are a prey to the same disease, however 
great nuiy be the differences in eacdi case of its intensity and 
L’lirability. 

The same causes ot depreciation are to be found everywhere. 
They are well known ; but it will be useful to state tlieni precisely 
as regards the special case of Belgium. First, the balance of 
imj^ort and exi3ort is completely upset, and this is so for the 
following reasons. Imports of foodstuffs arc exceptionally large 
and costly. They are, moreover, an item which has very little 
elasticity. To the same category belong imports of machinery 
and raw materials, which attain to abnormal proportions and are 
paid for at extraordinarily high ])rices on account of the urgency 
of reconstruction and the fever to work which lias taken hold 
of Europe, and particularly of Belgium. 

At the same time Belgium is rapidly exhausting — at the rate 
of wwx*ral million francs a day — her stocks of foreign securities. 
.11 is, in fact, extremely protitahle to exjiort them. But the 
iirnount which remains available is continually diminishing, and 
onr resources in exchange are consecpicntly on tin' decline, as 
well as the revenue derived from these fonign investments which, 
hclbre the war, enaj)led us to pay for the exci'ss of im)X)rts over 
exports. 

It is true that since the liheiJition of the country our exports 
have been increasing month by montli ; but, in order to appreciate 
the real position of our foreign trade, the table on j). *200 should 
he studied. 

What conclusions can be drawn from those liguros? 

Fn the month of October, 1919, the total ex[H)rts amounted, 
in round figures, to 3/55 million francs; in March, 1920, tliey were 
valued at G86 millions, an increase of 90 per cent. .During the 
same period the total imports rose from 593 millions to 1,062 
niillions, an increase, of 77 per cent, in five montlts. Although 
exprts show a [percentage increase which is higher than that of 
nnports— a fact which promises well for the future — the difference 
hehveen the two aggregates increases. In October, 1919, the 
excess of imports over cx}X)rts was 238 millions ; in ]March, 1920, 
it was 376 millions, an increase of 138 millions in the monthly 
deficit. If the aggregate value of imports continued to increase 

77 per cent., and that of exports by 96 per cent., every five 
^^onths, the excess of the former over the latter w’ould also con- 
hnue to increase, and would amount, for example, in June, 1921, 
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to a sum of 694,500,000 francs. But this method of reasoniiif/ 
would be fallacious, for we must expect an appreciable declino 
in the rate of increase for imports, especially of raw materials and 
foodstuffs. These latter have already begun to decrease notice- 
ably. None the less, it is, unfortunately, certain that our trade 
balance shows a more serious deficit in 1920 than in 1919, aiwl 


FOREIGN TRADE OF BELGIUM. i 
Francs (000s omitted). 



I. 

11. 

III. 

IV. 

! V. 





Raw 

Material 

Manu- 

factured 

Goods. 

Gold and 


Month. 

Live 

Stock. 

Food and 
i Drink. 

or semi- 
manu- 

Silver 
Coin and 

Total. 


j 


factured 

Bullion. 





goods. 




1919. 

I 


Import-s. 



October 

16,129 

. 130,47.1 

280,608 

105,99.5 

169,904 

693 , 

593, SON 

November 

15,269 

1 183,824 

262,315 

285 j 

631,597 

December 

26,471 

1 265, .359 

.341,991 

202,404 

297 : 

836, 

1920. 







.lanuary 

: 24,472 

142,121 

428,652 

224,211 

710 

820,106 

February 

i 10,831 

; 19.5,772 

462,71.3 

2:i5,467 

637 

905,-l‘ifi 

March 

1 25,562 

! 

' 178,781 ^ 

539,042 

318,684 

194 

1,062,203 

1919. 



Exports. 



October 

661 

89,318 

124, .362 

139,042 

2,946 

355,869 

November 

.537 

79,036 

134,004 

169,760 

! 1,8.31 1 

.375,168 

December 

878 

63,420 i 

195,659 

2,3.3,769 

67 ! 

1 

493,;9:i 

1920. 

i 






January 

459 

42,312 j 

19.3,178 

211,59.3 

664 

448.290 

February 

608 

47,941 

2.55,513 

286,720 

! 2,289 

593.971 

March I 

1 688 

43,636 1 

.304,981 

336,789 

i — 1 

086,993 


^ Tlio statistics prior to October, 1010, nro incomplete, and it is prefoiahl** 
not to take them into account. It must also be stated that the figures in tlio 
above table are not definitive ; but tho modifications to which they might bo 
subject are in all cases unimportant. 


that the monthly load to be carried on this account by the Belgian 
exchange has been increased by 100 million francs. FutiuT 
prospects are brighter: but in the meantime the present position 
is all the more critical. 

The influence of foreign travellers in Belgium since the 
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Armistice is of quite trifling importance from the point of view 
of exchange, and is probably more tlian counterbalanced by the 
influence of Belgian travellers abroad. The situation may, how- 
ever, be modified in this resixict before very long. The coming 
summer is expected to bring a great influx of foreign tourists. 

There remains the question of foreign credits. This is a 
delicate and serious question, which cxjcasioned painful dis- 
a|>i)ointment in Belgium when the country was qt last delivered 
from the long period of economic paralysis caused by the enemy 
occupation. 

At the outset, it must be admitted, we obtained advances 
which were not inconsiderable in amount ; but we were not given 
freedom to use, in whalcver market we might choose, such sums 
MS were placed at our disposal. We had need of “free exchange,” 
l)ut the lending countries demanded that the amounts advanced 
should be used for tl)e purchase of goods produced on their own 
soil by means of the raw materials which they could draw from 
it. Or at least they intended that, if the goods in question were 
manufactured in their own country by means of material of 
foreign origin, the value of those goods should be attributable 
mainly to the labour of their nationals which contributed to the 
making of them. 

Belgium obtained, in tliese circumstances, a credit of 
to, 000, 000 from the British (lovernment, a credit of .f4, 000, 000 
granted by a syndicate of the ju’incipal banks in London, and 
an advance of $50,000,000 ]>rovidcd by an inqx)rtant group of 
American banks. The Exchange Committee, of which more 
later, was entrusted with the task of controlling the use of the 
exchange so obtained, subject to the observance of the conditions 
on whicli the advances had been made. 

Belgium had indulged in the illusory hope that it would quickly 
prove possible to restore the exchanges to par ; but once the 
credits were exhausted the situation went from bad to worse. The 
lending countries, harassed by the demands of the whole of 
t ontinental Europe, began to tire, and oven to lose confidence. 
If Belgium alone had been hard hit by the calamities of the war, 
there can be no doubt that the assistance afforded to her would 
have been far more considerable and far more efficacious. 

When help from abroad began to fail us, it was inevitable that 
the want of equilibrium in our trade balance should be manifested 

a rise in exchange rates and in all internal prices. It must 
l^e admitted that an excess of credits would have been dangerous, 
in that the Belgian people would have been encouraged to believe 
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that its former prosperity had already returned. There might 
have been some inducement to import unnecessarily, and exports 
would have lacked the stimulus — quite temporary though it be 
— of a rising exchange. But credits distributed with discrimina- 
tion, enabling the country to lay in stocks of raw materials and 
foodstuffs at reasonable prices, would have hastened economic 
restoration without blunting the energies of a people which, after 
all, is little inclined to far niante. 

However that may be, the present situation has not dis- 
couraged producers in Belgium. They are working with vigour 
and determination, in spite of the fact that the instability of 
])rices makes all their operations unusually precarious, raising 
many difficiilties in tlie conclusion of contracts and giving rise 
to continual disputes with the workers. 

We have not yet considered, among the causes of the deprecia- 
tion of Belgian francs, the influence of currency inflation. In 
the Times newspaper of April 19th, 1920, the following passage 
occurs: “If the Belgian Government, in order to finance its 
requirements, issues, say, 500,000,000 francs of paper money, 
thus inflating purchasing )X)wer and increasing the demand for 
goods, the value of the whole of her currency is proportionately 
reduced, and the parity will be shifted to another figure.” In 
reality this is a purely hypothetical case, for the Government, 
far from increasing inflation, has successfully attempted to reduce 
it by the re])a.yment, as a first instalaumt, of 300 million francs 
on account of tlie debt of the State to the J^ank. If, in spite of 
this repayment, the note circulation has been increased by about 
300 millions since the redemption of the German marks (whicli 
was coini)letcd on June 30th, 1919), the reason is that the Bank 
has extended the scope of its credit ojwrations. Moreover, the 
real monetary situation is best seen if the value of deposits a( 
sight is added to the amount of the note circulation. The fact is 
tliat since June 30th, 1919, the aggregate amount of these two 
kinds of obligation taken together has remained at about 
7,200,000,000 francs. 

It was necessary to draw attention to these facts in order that 
the reader might not imagine that the Belgian Government is 
making use of the printing press in order to meet a portion of 
its expenditure. Taxation and borrowing are the only resources 
of the Treasury. 

But there can be no disputing the fact that the redemption 
of German marks by Belgian notes has perpetuated the inflation 
created in Belgium by the Germans. During the occupation this 
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inflation could not influence the exchanges because, on account 
of the blockade and the state of war, Belgium had, practically 
speaking, no economic relations with the rest of the world. But 
after the liberation of the country these relations were gradually 
re-established. Thanks to the extreme shortage of commodities 
and the excessive abundance of paper money, Belgium was at 
that time a country with an exceptionally high price-level. 
Purchases W’ere immediately made abroad, especially in Paris, 
to meet the pressing needs of the population. It must not be 
forgotten that foreign purchases would have been made even if 
the circulation had not been excessive. Would such purchases 
have been on a very much smaller scale? It is scarcely probable. 
Jt must be supposed that large credits would have been opened 
in order to provide the population, in its great need, with the 
purchasing power which it lacked. Or, rather, the banks would 
have given credit to all those who could provide security, and the 
(lovernment would havc^ had to make gratuitous distributions — 
as, indecil, it did —to those who were without means and without 
work. Such credits would not have been possible, however, 
without an increase in the circulation of paper money. 

The extreme shortage of commodities has therefore exercised 
a much more powerful influence on the exchanges than any 
excessive abundance of banknotes. But if the German marks had 
been replaced, not by banknotes, but by Treasury Bonds with a 
maturity of several years, it is certain that purchases of more or 
less superfluous foreign produce would liave been far smaller, 
more especially as the inlernal price-level would have been appre- 
ciably lower. It would therefore be a mistake to regard inflation 
as having contributed nothing to the depreciation of Belgian 
Cranes abroad ; but it would be an exaggeration to pretend that 
it was the chief cause. 

Another point which deserves to be examined is the close 
connection betw^een French and Belgian francs in exchange. 
This connection existed in the past, but was attributed mainly to 
the unified currency system adopted by the tw’o countries in 1865 
at the foundation of the Ijatin Union. At the present time, 
although tlie French and Belgian currency units continue to bear 
the same name of “franc,” they are, in fact, diflerent. If, there- 
fore, the two exchanges still do not diverge considerably, the 
reason must be sought elsow^here. 

The first reason is obviously that wc are suffering from iden- 
tical evils, and particularly from a serious deficiency of exports. 
But there is a second reason which it is interesting to establish : 
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it is the multiplicity and the intimacy of Franco-Belgian 
economic relations. It would take too long to enumerate them 
in detail. It must suffice to say that these relations are not only 
of the commercial order, but arc also financial. The two coun- 
tries have common interests in every spliere, and this gives rise 
to a connection between their exchanges which, without being 
absolute, is certainly very close. 

From this it follows that the rehabilitation of Belgian exchange 
would seem to depend to some extent upon the rehabilitation of 
French exchange. Arbitrage, which, though controlled, as we 
shall presently see, is not ])revented from performing its proper 
function, enables the French banks to buy Fjnglish, American, 
or Dutch bills in Belgium, if they think it is to their advantage, 
at the expense of a slight rise in tlio ]\iris price for bills on 
Brussels. It should be remembered here that the far greater 
importance of the Baris market, without absolutely dominating 
the Belgian centres, does exercise upon them a powerful iTifluencc 
which is certainly not reciprot^al. Before the war this w'as not 
the case to the same extent, on ac(?oiint of the various commercial 
and financial relations of Belgium with Oermany, which are now 
reduced to insignificant proportions. The influence of the London 
market, it must be admitted, is still considerable; but it is 
effective in the same direction towards Brussels as towards l^aris, 
and tlierefore does not counteract the influence of Paris on 
Brussels. 

'^I'he interdependence of the French and Belgian exchanges has 
not, however, ])revented the cxistem^o of a premium of from fi to 
7 per cent, in Belgian currency in Paris. The reason for this 
premium is said to i)e that wc supply France with coal, sugar, 
cement, plate glass, and even labour.^ It is also connected witli 
the existing regulations which govern the exchange market in 
Brussels, and it will be useful to consider these regulations here. 

When the Allied armies entered victorious into Belgium, an 
intense desire for liberty took hold of the whole countiw. The 
(iermans had overwhelmed it with vexatious and hateful regula- 
tions. The most trifling things were forbidden or required to be 
previously authorised. The measures of repression were merci- 
less. A single instance may bo quoted, but it is typical: the 
city and suburbs of ]3nisscls were surrounded by military piquets 
whose duty it was to prevent potatoes and butter from being 

^ Wo rofor to tho inany Belgian workmen who go to work in Franre but wliu 
come back to thoir own country daily or periodically, and bring with them a 
large proportion of their eirnings. 
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brought into the town. Smugglers— if they can be so called — 
were hunted like game. I was personally present at a drive with 
guns in the forest of Torvueren. One does not forget such 
things. . . . 

When the (lermans had gone the cry was for liberty. It 
would have been useless to attempt any regulation of the 
exchanges at that lime. Everyone w^ould have exclaimed : “It 
is the B(x;he regime all over again ! “ A ])lan for the creation of 
an Exchange Office, elaborated at Havre before the return of the 
Oovernment, was therefore abandoned. 

But after a few months it became clear that measures of some 
kind were, after all, indispensable, as the situation was becoming 
so threatening. Moreover, credits had been obtained abroad, as 
we have mentioned already, and it was necessary that they should 
be judiciously distributed. 

l^y Order in Council of March 28th, 1919, the exix)rtation of 
funds, securities, and cou])ons was consequently ]n‘ohibited, as 
was also the sale of securities in Belgium for foreign account, 
unless the proceeds were reinvested in Belgian securities, or the 
securities themselves bad l)een imported before the w’ar. The 
Docroe also sel up an Exchange Committee, in which the non- 
official element (bankers, manufacturers, and merchants) was 
predominant, but at the same time including represeniativos of 
the dilTercnt public do])artments concerned. Its function was two- 
fold. It \vas to apply to the needs of economic reconstruction 
such foreign credits as bad been placed at the disposal of the 
(loveriiinent. Eor this purpose it examined the requests for 
1 ‘xchange whicli were submitled to it, and rejected those which 
did not a|)pear to be connected with the work of reconstruction, 
thereby relegating them to tlie free market. In the second place 
llie (’ommittcc was called uiK)n to give its opinion about the 
special permis.‘^ions given for tlie export of capital (securities, 
coupons, banknotes, or coin), which the Clovernment had reserved 
to itself the right to grant in exceptional cirenmstanees. 

Tlie Exchange (’ommittee exercist'd its functions regularly for 
several months. But, later oii, its activity was gradually 
diminished until at last, in the course vf the summer of 1919, it 
<iuietly expired. Until the end of the year the market was left 
entirely to itself. During that time rates w’cre rising, and tow\ards 
the end of January they spurted violently upwards. Industry and 
commerce were complaining of the increasing costliness of 
imported raAv materials: the cost of living was rising higher and 
higher, provoking sti-ike after strike in the public services. The 
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expenses of provisioning the country were becoming daily a more 
onerous charge u]xm the public purse. 

This was the moment at which the Government judged it 
necessary to intervene energetically. On January 3()th a decree 
was published establishing a strict control over exchange opera- 
tions. All trafiic in bills and currencies was forbidden, except 
such as was occasioned by genuine commercial transactions. 
Bankers, exchange brokers, and all other persons operating in 
foreign exchange were re([uircd to kee]> a register — similar to that 
which has been obligatory in France since July 17th, 1917— in 
which all transactions involving exchange wore to be n'corded, 
including sales of Jkdgian francs abroad. Heavy penalties were 
provided for breaches of these regulations. Finally, the Exchange 
Committee w-as sup<Tseded by a (’ommission consisting of four 
members nominated by the Government and two members 
nominated by the Xational Bank. The majority on this new 
body, tlierefore, no longer belongs to the business w’orld, but 
applies itself in a far more rigorous and systematic spirit to the 
administration of the regulations, which themselves have been 
made more strict. 1'he reason for this is that in the more serious 
conditions of to-day the m(.)st energetic measures are required. 

Tt would be f)remature to attempt to form any estimate of the 
results ol)tained, seeing that the Commission only took up its 
duties on Fehruary 9th and tliai the regisitas of transactions hav(' 
only been regularly kept since March Ith. (’ontrol cannot be 
instituted effectively at a moment's notice. 

But we may perhaps be )X‘rmitte<l to say something of what 
we anticipate will he the ultimate effect of the measures taken. 
In this connection it is neces.^ary to em])hasise th() fact that those 
measures cmly apply to one of the elements that exercise an 
influence on exchange rates, namely, the international movement 
of capital. If the trade balance, in the strict sense of the term, 
remains unfavourable—and this it cannot fail to do for some 
time to come — it will be difficult to effect any considerable 
improvement in the situation merely by forbidding the transfer 
of Belgian capital to foreign countries. This is not to say that in 
the absence of sucli a prohibition the rise in exchange rates would 
not be greater still. But if credits wore granted to ns on a 
generous scale, if travellers w^ere to flock to Belgium, if exports 
were to develop more quickly than one dares to hope, and if the 
harvest were unusually abundant, the measures taken by way of 
official control would tend to hasten the relapse in rates. How’- 
ever, it w’ould not be possible to attribute to such measures the 
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predominant part. The experiment whicli has been made in 
France since 1917 demonstrates that the Paris Exchange Com- 
mission has been unable to prevent a progressive aggravation of 
the crisis. 

In these circiim stances, would not a return to freedom be 
preferable? I think not, for two reasons. In the first place, 
control enables the struggle against speculation to be carried on 
with some chances of success, at any rate as regards s])eculalion 
in Belgium itself. All purchases and sales of foreign currency 
must, in fact, be entered in the exchange registers. These opera- 
tions can only be concluded either on ])resentation of the relative 
documents (t.c., the invoices), which arc then cancelled by 
affixing a seal, or when they have been expressly authorised by 
the Exchange Commission. In these circumstances it is possible 
to track down the purchases and sales effected for pure specula- 
tion.^ We know for a fact that a number of banker’s clients 
who were operating on a large scale in foreign exchange before 
the introduction of exchange registers have discontinued their 
operations. This is a direct result of the measures which have 
been taken. Thanks to the register, it will also be possible to 
discover whether the market for sterling, dollars, and florins has 
not been manipulated with a view to a. <'orner. and it will be 
f)ossible to defeat such manounTes. 

In the second place, the control is intmuled to prevent the 
exportation of capital for de])osit or investment abroad. Appli(’a- 
tions to be allowed to export capital are, in fact, numerous and 
important, and permission is generally refused." In order to re- 
enforce these measures of restriction, arbitrage in hearer securities 
has been forbidden, and an open forward ])Osition is only allowed 
in the case of securities which are not quoted both on the Brussels 
and on the Paris market, unless Brussels hapix'us to be the prin- 
cipal market and there is no fear of any considerable secret im- 
portation of securities in the ownership of foreigners. 

No doubt, the regulations are evaded : luit the threat of 

* Forward deals are not forbidden when they are iiitoiuled for the seltleinciit 
of genuine commercial transactions. They are at prestMil carried o\it in Antwerp 
without difficulty. 

* The Commission does however authoiiso the exi)ort of capital in certain 
coses, 08 for subscription to increases in the capital of foreign undertakings or 
for the remittance abroad of income derived from securities deposited in Belgium 
by foreigners. The Commission also allows the sale abroad of foreign coupons 
and securities, providing the resulting exchange is made available to Belgium. 
Finally, it approaches in a liberal spirit all cases in which the economic interests 
of the country arc concerned in other ways than in connection with the course of 
the exchanges. 
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confiscation is a much more powerful <leteiTent than one might 
he inclined to admit at first sight. 1 f capital were leaving Belgium 
and being ex]}orted esfiecially to France, all our exchanges with- 
out distinction would be higher as the result of arbitrage, and 
bread, cotton, wool, oil and machinery would cost us even more 
than they do already. The achievement, though partial, is not 
to be despised. 

Maurick Ansiaox 



BlUTISTl EXPORTS AND THE BAROMETER-II. 


In the last miniber of the Economic Journal, I called atten- 
tion to certain regular duct nations discoverable in the statistics of 
British ex|X)rts and their apparent connection with variations of 
barometric ])ressure and harvests. T have now obtained further 
evidence which seems to support very strongly the hypothesis 
then lulvanced — of a ]K‘riodic crisis ii\ the climatic conditions of 
the earth as a whole which, at intervals averaging about 15 1/J 
years, lowers the general productivity of harvests during one or 
more seasons. 'J'his evideiu'c consists of (1) an analysis of thi' 
course of food prices in relation to other pri(;es from 178*2 to 191 d ; 
(2) more com])rehensive barometric records; (13) investigation of 
the course of grain [»rices and other evidences of dearth before 
1782. I cannot deal here with the last of these, but am glad to 
avail myself of the kind permission of the haliior of the Economic 
. loURNAL to su])plemenl my ju'cvious article by two tables and a- 
brief exidanation on the first two points. 

Hclaiivc Food Prices : The Index Xumber in Table 1 repre- 
sents from 1782 to 18(35 the fraction 

Grain + J Tropical Food 
Mean of Copper, Lead, Tin, Iron, and Timber 
from rievons’ Price Numbers: from lt>t)5 to 19P3 it represents the 

. . ^\llFood 

liaction ebpper, Lead, Tin, Iron, and Timber 

Sauerbeck’s Price Numbers. J’lie ilenomiiuitor is thus the same 
tliroughout. J'he numerator eliaiiges by tlie ilirect inclusion of 
animal food after 1805 : llie exclusion of animal food would not 
make much difference, 'riie “tropical food” is weighted in tlie 
earlier jieriod so as to give it about the same relative proportion 
lo the whole as in tlie second juTiod. 

Division of food |)rices by the |)rices of articles not directly 
alfocted by, the harvest should to a large extent eliminate the 
elTect of the credit cycle and other general changes in price 
level, and should thus (since the demand for food is rela- 
tively steady) give a fraction showing mainly tlie diictua- 
tions in the sujiply t)f food, that is to say, in the general 
yield of crops used for food or feeding stuffs. The Index 
Number, in fact, shows a marked fluctuation with a suc- 
cession of maxima (i.e. bad harvests) at 1781, 1800, 1817, 18131, 
1817, 1801-2, 1878, 1893, 1909. The last six dates are identical 
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with those indicated by the “new exports kulex“ discussed in my 
previous article. The three earlier dates continue the 15-16 year 
period backwards, with only the trifling discrepancy of 1817 in 
place of 1816 ; from other indications I have no doubt that the 
^tendency to divide the 30 odd years into two unctiual sections 
(or usually 14 and 16 or 17 years) is inherent in the cycle itself. 
In addition to the maxima named above, the index number has 
high ix)ints at 1795 and 1867-8 (each of which can, in fact, ho 
connected with climatic events), but they lie in each case under 
the line joining the regular maxima on each side. 

Generally, this analysis— which T owe to a suggestion of 
Mr. 11. (t. ITawtrey — seems to confirm directly and strongly tin* 
hy]X)thesis of a general weather and harvest cycle. 

Barometric Pressures : Table IT compares for each year from 
1873 to 1913 the mean barometric pressures at fifty stations in 
Xorth America and the Eastern Hemisphere, covering most of 
the habitable globe. In this table tliree years out of the wholt' 
period of forty years stand out as abnormal. They are 187H. 
1893 and 1909— tliat is to say, exactly the years selected as 
critical by the “ new export index” and tlie index of relative; food 
prices. Their abnormality consists not only in their being actually 
the years of lowest ]>ressure in the three main world divisiotis 
taken as a whole (col. 5); they are yet more clearly marked ns 
the epochs of greatest fall in the barometer from a preceding ma.\i 
mum. These are also years of exceptionally low prc‘ssure in each 
of the divisions taken separately, though particular divisions have 
also other low years, e.g. India, etc. in 1898, Europe in 1873, 
1885 and 1895, and North .'\merica in 1885 and 1902. Witlii'. 
each of the main divisions much the same holds. The loweritig 
of pressure at or about the three critical years 1878, 1893, 1909 
apf)cars to be a general movement aflectirjg the greater part of the 
habitable globe ; the movements of difTerent regions at in tei - 
mediate dates often, though not always, cancel one anotlu'r. 

The South American stations (shown in the table) take m 
directly contrary course, but equally signalise the years aboul 
1878, 1893 and 1909 as critical, by high pressure following a very 
low pressure. 

Before 1873 barometric records are relatively scanty, but 
again agree with tlie economic records in singling out the years 
about 1847 and 1862 as critical. The average of the seven sta- 
tions for which 1 have as yet obtained continuous records before 
1850 (Bombay, Madras, Gape Town, Brussels, Stykkisholm in 
Iceland, Toronto and Brovidence, Bhode Island) gives 1846-8 as 
years of low pressure with the actual minimum at 1818 and 1862 



1920J BRITISH EXPORTS AND THE BAROMETER 2J 1 

as the next niiniinuin. The latter crisis, indeed, is peculiar ; 
1862 is the lowest year on record in Bombay and Cape Town 
as 1863 is for Adelaide and Stykkishohn , ' but the Eussian 
stations on this occasion run, like the South American ones, 
to a high maximum. This and the lack of North American 
figures make it difficult to construct a satisfactory combined 
index, but there can bo little doubt as to the place of 1862 
and 1817-8 in the cycle. 

W. H. Beveiudoe 
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TXm.K II. 

COMLARATIVE BAROMETRIC PRESSURES 1878 — 1918 . 
{E.vcess or Dcficievcy w iJionsandths of inch on 40 year average] 
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Notes on Table II. 

The fifty .stationn ijicludcd in coluiniw 2 to f» are as follows : 

N. Afnori''a: Koy West, Calvcston, Nashville, Mobile, Albany, Washing- 
ton, Denver, Duluth, Winnipeg, Toronto, Montreal, Sydney (Nova Scotia)- 
W. Europe ; Christiansund, Hamburg, Vienna, Basel, Brussels, Madri'h 
Lisbon, and rontn Oelgadu (Azores). 
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Mediicrraman : Abbassia (Kgypt), Algiers, Athens, Beirut. 

Hvbssia : Warsaw, Petrograd, Moscow, Archangel, Asirachan, Tiflis, 
Ekaterinbourg. 

Aiifttralia : Adelaide, Sydney, Perth. 

Ea.it Jvdies : Calcutta, Bombay. Agra, Madras, Colombo, Rangoon, 
Singapore and Bushire (Persian Gulf ). 

Far Efvt : Tokio, Tsi-ka-wei (China), Manila, Batavia. 

Afrit'a {S. and E.) : Capo To^^m, Durban, Mauritius and Aden (Arabia). 

The South American stations are Rio do Janeiro, Buenos Ayres, Cordoba and 
Santiago. 

The figures for each Division represent tho mean of all the stations therein ; 
the figures in Column !) aro tho moan of tho three preceding columns, thus allowing 
equal weight to each Division. There can be little doubt that, in fact, greater 
weight ought to be allowed to Australia, East Indies, etc., whether regard is had 
to size or total production. This would accentuate the position of the years 
1878, 1893 and 1009. 

The pressures have been taken mainly from tho Report of the Solar Physics 
Committee (1908) and from Vol. XXI, Part 12, of the Memoirs of tho Indian 
Meteorological Department. 



REVIEWS 


Macht Oder okonomisches ^Gesetz^ Von Eucaw v. Bohm- 
Bawerk. {Zeitschrijt fiir Volkswirtschaft, SozialpoUtik, und 
Verivaltiinff, XXIIJ. Pp. 205-271. Vienna. 1914.) 

The obituary of Professor Bohm-Bawerk in this JorRNAu’ 
makes mention of a projected work, perhaps never executed. 
But, finislied or unfinished, it seems to be tlie article now before 
us, wdiich was printed early in the year 1914, and whicli deserves 
our peculiar respect. It is his last original elTort. The preface 
of the third edition of \\\^ History is dated June, 1914, but by 
that time the labours of the book must have been long over.- 

The projected book or article was in his mind in 1909 when 
he wrote : “I should like to have taken up some recent prob- 
lems. I should like especially to have filled the gap wliich I fell 
and lamented years ago when reviewing ‘ Stol/.mann on Tlt< 
Social Category in. Economic Doctrine (1896).’' He would have 
liked to discuss the scope and effects of institutions and social 
forces and national characteristics as against economic tendencies. 
Stolzmann in a later book® had fancied our author far more rigidlv 
classical than he wa.s. As a matter of fact, Bohm-Bawerk 
believes in the influence of social forces, and he believes in th<‘ 
influence of economic laws; he does not believe in the omni- 
potence of either (]>. 263). His oj)poncnts spoke as if social pressure 
could do anything and everything; in Burke’s w'ords'’: “Tlu* 
strong hand is the law, and the sole law, in their State.” It 
seemed to them that an ovcrw^helming union of employers or an 
overwhelming union of the employed could fix and keep prices 
and wages at any figure they ehose. 

Economists have denied that either of those unions could be 
so f)owcrfuI as to overrule and supersede economic tendencies; 
but our author thinks that economists even of his owm school 

^ December, 1914, pp. G48-50. 

* History o] Theories oj hiUrest, 3rd edn., 1914, reviewed here March, 1919. 

* Positive- Theory oj Capita!, 3rd edn.. Part I, Preface, p. xvi. 1909. 

* Zeitschrijt JunVolkswirtschajt, vii. 425. 

® Zueckinder V olkswirtschajt, 1909. 

® Ihgkide Peace, iv. 
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have not pursued the matter far enough. It ought to be shown 
in what measure and in what directions such social forces can 
succeed and not succeed. The school fully expounded the prin- 
ciple of marginal productivity, or the ])rofital)leness to the em- 
plovcr of the last man whom it is worth his wliile to employ at 
all. This principle, which gives the unit of wages^ is based on 
free oom])etition ; and, if cither the masters' combination or the 
men’s combination abolishes com[)etition, the principle will need 
restatement. Bolim-Bnwerk tries to restate it. His w’hole dis- 
cussion is interesting, and the latter part of it, which deals with 
workmen’s combinations, is more timely in 1020 than even in 
lOlT 

Under unrestricted competition, he says (p. 2.-12), the marginal 
value estimated by the employer was the labour of the single 
workman. Tf he had a slafi‘ of ninety-nine units, he would con- 
sider whetlier or liow much he would gain by engi'gijig one man 
more, or how much he was losing by not having him. This gives 
us the marginal utility of the lal)our unit, the increase of produet 
duo to the marginal labourer : this would determine the wages of 
tlie man, say, 5.9. a day. It would just pay the employer to 
enifdoy the man at 5^. The wages of the rest would he that unit 
multiplied by the aj^propviate multijdicator, allowance being made 
lor skill and the other elements in Adam Smith’s famous 
chapter (p. 244). 

But if the workmen's combination is tight, the employer 
cannot look at (he matter in that way; Iiis staff are no longer 
a divisible quantity. It is all or nothing. It is a question 
v\ liether he can carry on his business with the whole staff or not 
at all, and so it is a question not of final, l)ui of total utility, how 
much value he attaciies to the keeping up of the whole. That 
vill he more than 5s. multiplied by 100. b'or one thing, 
labour is (in the language (»f the school) a eompleinentary 
iiHicle; it cannot be us('d witlioiit raw materials and machinery, 
:'riv more than they without it. The withdrawal of one man 
leaves the rest of the complementary factors fairly intact ; Init 
withdraw all the rneji, and these other factors are made useless. 
The result of gradual withdrawal of men might be an increase of 
•o.'irginal value [U’oceeding from something like bs. C^(l. to 5s. 9d. 
und 5.9. 0(/. to (), 9 ., till all accommodation by rearrangement of 
duties or other expedients ceased to avail, when instead of 100 
there 'were only half the number. Ho\v much more w'hen all 
were gone! 

If the machiuerv can stand still with little or no injury, there 
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ifi still loss of interest, and there is loss of opportunities for good 
business. There may, of course, be waste and spoiling of raw 
material. Other aggravations will easily occur (p. 234). 

It is a question for the employer whether he can pay the total 
asked of him without losing all profit, or even without ceasing 
to pay interest. When he has made up his mind and agreed to 
si)end the total sum rather than fare worse, he may say the wages 
per head are now 7^. or IO 5 ., but he did not reach the total by 
any consideration of the marginal man (pp. 235, 237); it is a 
mere after-reckoning. 

After tin's sample of useful spade-work, we may pass at once 
to the matter of most concern to us in the year 1920, our author’s 
discussion of the “long run.** Can the highest wages, not even 
allowing interest, or even the next highest, simply killing all 
profit, be maintained permanently — in the long run? 

He thinks he is on virgin soil (“Wir betreten hier gewisser- 
maszen literarisches Xeuland/’ p. 243), tliough most of his 
weapons are got from his own arn)ourv, the latest editions of his 
Theory of Interest. Tho reasoning, he says, can only bo deduc- 
tive, all experience hitherto being inadequate and indecisive 
(p. 248). Even an absolutely universal combination of employers 
has never existed. lie supj)oses it made, and shows reasons for 
concluding that there would be a strain on the coalition that 
would in the long run certainly, in the short run almost certainly, 
destroy it (pj). 245-8). The nature of the arguments may be 
judged from those that figure in the case of the universal com- 
bination of workmen. The highest claim of the two described 
cannot be permanent so long as the cmi>loyer is to remain em 
plover; he would have no motive for running a business that did 
not even pay interest if there were no prospc(;t of change, in his 
favour, though he might conceivably do vso for a sliort time \\itb 
such a proR[)ect left |X)ssible (p. 249). l^ven if there be no posi- 
tive loss, the ccs.sation (or serious reduction) of intei'ost will le:id 
to stoppage in the long run. 

1*0 begin with, inten'st could not be abolished in productive 
concerns if it were to continue in the loan market and house pro- 
perty. Evidently capital would no longer be lent to productive 
concerns, and an employer who was working with his own capitn! 
would have no motive for renewing it when used up, or foi 
investing more (p. 250). 

Interest can only disap])car from society if capital is accumu- 
lated there beyond all bounds of human desire. Its disappearance 
would bring the disappearance of saving lor investment, n<)t 
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nearly (loiiipensated by the ne<^essary increase in saving for a 
rainy day (p. 251). But suppose capital olTered vv^ithout interest. 
The automatic brake upon the extension of the long methods of 
production would be removed, and there would be a temptation 
to measureless extension, limited only by tlie amount of sub- 
sistence that must be ])rovided for the workers during the pro- 
longed periods. But this amount is a very finite quantity ; and it 
is evident that there would not be enough, however large the 
reduction in the standard of living among the employing classes, 
for an indefinite extension of all businesses. There would need 
to be a selection of the most productive, brought about by a higlier 
rate of prices for subsistence as w(*ll as for their products (p. 253). 
This means the return of the banished interest. The case 
demands a greater productiveness of labour than before, which, 
apart from invention, means a longer period of production, and, 
to secure economy, a restriction in the numbers employed (])]). 
252-4). The employers must raise the production per head and 
tunploy fewer men. The discarded or unemployed men will 
(le])ond on the contributions of their fellows till the latter realise 
that they are losing more than they gained or the discontented 
unemployed break the coalition. We should then return into 
something like the regime of com|)otition where the principle of 
the marginal product led, in theory, to the employment of all 
availahk? workers fp. 255). 

The extreme ease has been taken, but before such a consum- 
mation was reached the slniggliug economic tendencies would be 
too much for the attempt to reach the highest or even the next 
highest claim (p. 255), and the extreme ease would never arise. 

Would it be })ossible for the coalition to secure even such a 
raising of wages as would mean, not, indeed, an extinction, but a 
depression of the rate of intere.st in permanence? (]). 257). If 
they cannot go the whole way, can they go the half of it? B>ohm- 
Bawerk will not say that there would be diminished saving. The 
main effect, he says, would be a premium on the longer ways of 
production ; higher wages must be compensated by higher mar- 
ginal productivity of labour and employment of fewer men. If 
the working classes were to slacken their rate of increase, in the 
manner of the middle classes (p. 25U, cf. 268), the equilibrium 
might be stable ; the high rate of wages might last, no thanks to 
the force that first imposed it. Men will still follow economic 
advantage (p. 204) and, whether it be the State or the trade union 
that prescribes minimum wages, the play of economic motives 
'vill go on, and, as he gives us to understand (p. 265), usuallY 
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to the undoing of the change. The befit case is the not 
vci’v common case ^vhere the pressure stimulates to efforts 
and adjustments that restore the old productiveness for the em- 
ployer without upsetting the change of wages (pp. 265-G). This 
is the only instance where the “strong hand” may be said to 
have achieved a permanent success, and it is still achieved within, 
and by means of, economic tendencies. We need not suppose 
with some i>essirnists that the rise of wages has hitherto done 
no more than keep pace with the cost of living ; a good part of 
the rise in the new century has been real, and the question is not 
settled by a reference to depreciation of money (p. 268). But 
we may take J. B. Clark's distinction of functional and personal 
share in distribution and observe that our reasonings I'elate only 
to the functional. While there are traceable economic limits to 
the gain of labour, capital, rent, suj)erintendence, there are no 
such limits to “the strong hand ” where those factors are confused 
or thrown together. If Government gives land and makes land- 
owners out of workmen, the latter may find their earnings swelled 
by rent, without limit of time: and if State Socialism makes 
))ublic projicrty of all the instruments of production, then all 
capital and land become social ])roperty, eveiT member of society 
getting its share of the produce, as long as this State lasts (p. 271). 

Here our author stops. Tie stops with the unexpected con- 
cession that, llioiigh economic forces cannot he comiuorcd by 
coalitions, they may be evaded by Socialism. We are not told 
what ai'e likely to be the effects of the evasion. In his books he has 
left his opinion on record that even under Socialism there would 
be interest on capital and rent of land. There might (we mav 
add) be wages as a means of measurement. But the sting of all 
would he taken out of them, where private gains were refitricted, 
under Socialism. The old quarrel between Individualists and 
Socialists comes up oiice more, with all the arguments on both 
sides, as old as the Ten ( oinnian<lments, Init not ne<‘cssnrily 
weakened by age. If we do not go further than the plans of a 
moderate State Socialism with its nationalisation of land and 
large capital, where do we .stand towards the arguments of the 
article? The economic motives would still tell, but they would 
now tell more on the government than on the governed, it 
HMiiains to be seen if the large capital will be as productive undoi* 
the new masters as under the old. Unless the industrial system 
of the country is to consist entirely of losing concerns, use must 
1)0 made of the distinction between profit and loss. It is a 
tion brought h{)me to us now under onr comparatively small 
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cxperioncc of Htulo Sooialisiii during the war and aflmvards : 
How many bnsincssrs can (lovcrnnicnt aiford to run at a los^? 
IVotectionism is sometimes declared ine(juital)]e because it rnaki s 
the good businesses bear tlie l)urdcn of the bad. Tbider a State 
Socialism that strove to be cquilabic and frugal there would b(‘ 
some selection of businesses and some selection of workers, to 
])revent such a result. In our own country the machinery of 
business is likely to be preserved, and the adjustment might prove 
after all to bo similar to that described in Bblim-Kawork’s article 
as occurring in face of extravagant wages. Thoueh the State 
can bear losses much longer than private capitalists, its tax-paying 
subjects will hardly allow indefinite losses oi* support the jirospect 
of general ini|xjverishment. 

Our immediate practical problem is rather the claim of the 
workers for co-partnership than the large programme of a 
Socialistic State. When the workers have made themselves ready 
and willing to take tlieir share in the management of the business 
hitherto employing them for mere wages, there need not be of 
necessity the unstable equilibrium, culmination, and recoil 
(Ic.scribod in the article. Tlie new managers would help to pre- 
serve the machinery of industrial government with no greater 
liability to catastroplu\s tluin at present, ]>erhaps witli even less. 
The question for them and for us is tlierefore liow they can best 
prejiare themselves for their lu.'W functions and how the change 
can be most equitably and \Nisely carried out. 

J. lioNAH 


The Hislonj oj Tnuh' Vuionijun. Hy Siunky and Bkatiuci: Wkiui. 

Bevised I'hlition. Extended to V>i(). (London : Tmnginans. 

Green and Go. 19*2(). Bp. 763. > 

'fins work comprises a revised version and a coniinuaiioii of 
llic History which was publi.slied in 1891. The reviewer of tlic 
tirst edition pronounced that the high re]>utation which the 
authors had already won independently ol each other was sus- 
tained by their co-operation — then a new phenomenon. Tlie 
second edition sustains a .still higInT reputation ; lliat wluVh has 
l>eeii earned hy the collaboration of tlu‘ well-mati*hed consorts in 
numy works of research and reflection during more than a quarter 
of a century. 

In the new portion rif the present volume, as well as in 
dial whicli is reproduced, we admire the literary skill which has 
‘onstructed a clear and impressive narrative from materials that 
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are often deficient in personal interest and striking incident. 
The collection of recent facts does not, indeed, display the writers 
talent for historical research so signally as did the earlier History. 
Blit if the task is less difficult, it is not less useful. It is con- 
venient to have clear and succinct summaries of occurrences which, 
though they have jiassed before our eyes, dwell confusedly in our 
memories. We mny instance the enumeration of the various 
occasions on which Trade rnionism has been recognised and em- 
ployed by Goveniment since the outbreak of the War, or the 
description of the so-called black-coated proletariat” who ar<‘ 
joining the ranks of the trade unionists. The recent history is 
often supplemented by information and reflections contained in 
previous writings to which a reference is given by the authors. 
Witness the elaborate study on “Professional Associations,” which 
apixjared in the New Statesman of September and ()ctol)er ‘J, 
1915 ; April 21 and 28, 1917. 

Nor is anti(iuarian research wanting in the additions to the 
volume. The authors have utilised some Home Office papers 
relating to the early part of the nineteenth century, which hav(’ 
become available since the publication of their first edition. 
Thus, they have traced the “ Trades-!' n ion ” niovenumt of the 
’Thirties back to the “(leneral I'nion ” which existed in 18)8. 

For our part, we are grateful, not only for the additions lo 
the original work, but also for the retention of passages such as 
those relating to Ow’cn who, it is confessed, from the pint of view 
of the practical statesman, “show'ed himself something of a. sim- 
pleton.” When it is recorded that lie expected the “New Moral 
World” to be established within six montlis, competition to 1 h‘ 
abolished and the change from the capitalist system to a cuinplelt 
organization of industry to “come suddenly upn society like 
thief in the night,” these things might almost seem to have been 
written for an example to hothcad.s of the present generation. 

More explicitly in the newer part of the volume, the anther- 
dissent from the extreme sect who w^onld place the entire manage- 
ment of business in the hands of asso<.dated producers. “This 
conception seems to us,” tliey say, “too one-sided to he adopted 
in its entirety, or to be successful if it w’<^re so adopted.” In this 
connection there should be consulted one of the ])revioiis writings 
to which the authors refer : What Syndicalism Means, by 8. 
and B. Webb,. 1912. We regret that this instructive brochure is 
not more widely known and read. It is accessible only — so far as 
we have observed — in a French translation which is to be found 
in the Ijibrary of the British Museum, under the title “Kxanicn 
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(Ic la Doctrine Syndicalistc.” The danger of producers abusing 
their monopoly to the detriment of consumers is exhibited here 
more fully than in the History. Life, we arc reminded, is not 
all ]>rodnction. “A great part of the most precious services that 
we render to tlie world, even during our working years, has 
nothing to do with the production of wealth properly so called” — 
such as the education of children, the cultivation of the mind, the 
works of art. Inventors and artists do not always run well in 
harness. The folly of tlie “geiuu-al strike,” the tendency of 
“sabotage” to degrade the character, the imi^)ssibility of abolish- 
ing w'ages, otherwise than in name— these and other salutary 
truths are taught more persuasively here than in treatises wdiich 
might be suspected of “(‘apitalist” proclivities. 

This criticism of thoroughgoing syndicalism was not 
(leinaiided in a liistory of (Hnglisli) Trade rnionism. That it is 
not repeat(Ml at full length does not argiu‘ any suppressio veri. 
But there is one omission which is characteristic and, we fear, 
dcsigiu'd. dc‘siderate .some allusion to the im])ortant truth 

which Dr. ^farshall has lately exj>ressod in these words: “Even 
the most advanced schemes for National (iuilds, seem 
to ignore the fact that the State has been a borrower rather 
tlian an accumulator of capital ; an<l to take little account of the 
superhuman ability re^piired on the part of those persons in whom 
tlie chief functions of ‘ 'riie Stale’ are to be concentrated when 

< alled on by a guild lo advan<*e more capital in order to replace 
some that has L'cn lost in an ill-fated venture, or to enable some 
new venture to he put througli.” {Industry and Trad<\ p. G5, 
and context. > He who is iin|ir(‘ssed with this truth will not be 
in such a hurry as onr autliors to bring aboni what they tell jis is 
“I he object and purpose of the workers organised vocationally . . . 
and jH^lilically . . . namely, a reconstruction of society by the 
elimination from the nation’s industries and servieos of the Capi- 
talist Profit-.^ faker.” 

1'he historian can hardly 1)0 expected to put a favourable 

< onstruction on tlie doings of a class which he wishes to eliminate. 
Our authors in their account of the great battles which Trade 
I’liionism has fought in recent times — over the Taff Vale ease and 
the Osborne ease and in fclie great Jhiilway Strike — are naturally 
not very kind to the faults of the Capitalist party. They shower 
disparaging terms uiiou the judges and rulers concerned in these 
transactions — “c|iiibl)ling,” “evasions,” “equivocation,” “flagrant 
unfairness,” “lieat and prejudice,” “animus and jiartiality,” 
“amazing degree of class bias.” . . . We dare say that some of 
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these terms are applicable ; but we should be surprised if it ])rovo(t 
that they were justly applicable only on the one side, as our 
authors leave us to suppose. 

We recognise that tlie interpretation of human action in- 
volves an element of liypothesis. Acts can hardly be recorded in 
a literary form without assigning motives. Motives cannot be in- 
ferred so rigorously but that the inference depends partly on a 
pr/on assumptions — one’s general view al)out men and things. At 
the tribunal of history, historians must sometimes appear as ad- 
vocates. ft is a part which they may ])la.y usefully if the reader 
plays the part of judge. We trust that some of tlie Trade Tnion- 
ists who, as a<lvertised by tlie publishers, have already bought U]i 
10,000 copies of the History, will endeavour to “hear the other 
side” presented hy historians comparable with our gifted authors 
in diligence and talent and the art of persuasion. Writers wliu 
fulfil these conditions are, indeed, not easily to be found. 

V. Y. Edgeworth 


International Kconomic and Financial Problems. \\y Dr. d. 

VissKRiNG. (London : Macmillan and To.) 

-N'o one is better qualified fban Dr. Visscring to examine th*‘ 
economic diflittullies of biiirop(.‘ and to suggest remedies. As 
President of the Xetheiiands Dank lie is in a ])osition tu (‘onsider 
tlio situation fnjm an imjiartial point of view. He was aLo 
formerly President of the. Java Bank, and in 101.1-12, at the 
request of the Four-Power Syndicate, was appointcal Alontlarv 
Adviser to the Chinese Ciovenunent, and in both capacities he 
had experience of finding methods of introducing means i>\ 
financing foreign trade for countries whose internal money 
too disorganised to furnish easily any system for the ])ayment of 
imports. 

TJie present si( nation in many countries in Europe fnrnish('> 
in some resjiects similar problems, though on a much greater 
scale. Domestic monies arc enormously depreciated, for the 
double reason that, on the one hand, imports are urgentl> 
needed, and exports, for tlie time being, scarcely available; and, 
in addition, the various (loverumcnts arc still issuing more and 
more paper money. Tlie result is that, altliough in Germany, 
for instance, pri<;es in marks are nominally very high, yet, when 
converted into the currency of other countries, (.Icnnan goods 
are very chea]), and in Germany foreign raw materials are very 
dear, and can hardly be obtained. 
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It would be a mistake to attempt, in a brief review, tu give 
an account of Dr. Vissering’s proposals. It can only be stated, 
roughly, that they involve international co-operation for advanc- 
ijig substantial credits, the organisation of clearing-houses, or 
“barter institutes,” through which the foreign trade of the 
countries which are in difticulties is to be financed on (.‘ither a 
gold basis or, at any rate, a special kind of money, so that those 
who give credit are not dependent on the vagaries of marks, 
crowns, etc., which have been midtiplied to excess by reason oi 
the difficulties of internal finance. 

]n the author’s view, indispensable conditions for success are 
cessation of further creation of artificial buying power, revision 
of debts and of the indemnities, international co-oi>oration for 
considerable extensions of credit, and modification of the jxiwer 
of the C()mmism)i drs Jirparatioas to seize property or g(Kjds 
ready for export. 

These arc formidable requirements, and it is clear that the 
conditions are not to be obtained without a great deal of per- 
suasion. Without, tlierofore, iiiqilying any serious dissent from 
the author’s main intention, one must look critically at the 
reasons put forward in support of the contention that so many 
(liliticult conditions are necessary. 

That the present conditions, in the defecated countries es|)eci- 
ally, are very distressing, and make an appeal to human sym- 
pathies, will doubtless he readily conceded by readers of this 
Journal. To convince people, however, as Dr. Vissering seeks 
to do, that the self-interest of the more fortunate countries is 
deeply involved, is mucli more dilTicult. T)ie “Entgaterung,” for 
instance, or buying up of all kinds of portable goo<.ls in Germany, 
and even of real property, by Swiss, Dutch, Scandinavians, etc., 
who find that they can obtain very good bargains owing to the 
low value of the mark, does not strike one as being the ])oint 
to bring out so strongly if the aiipeal is to be based on the 
economic interests of the countries named. “Large quantities 
<d‘ superfluous merchandise are thus purchased from sheer 
bargain-hunting,” we read (p. 5D, but we find it diffieull to 
iKdieve that Dr. Vissering's countrymen usually obtain only a 
gross of green si>ectacles. 

Looking at things from a long-period ]xunt of view, however, 
economists will agree that the business interests of the outside 
world are not promoted by the continuance of a state of things 
which keeps whole countries in the i)osition of bankrupt busi- 
nesses which cannot get out of a mt of hand-to-month 
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expedients. Tlie first necessity, and, the reviewer would sug- 
gest, the main thing, is that the Governments in all the countries 
which have very depreciated mirrencies should exercise control 
over foreign trade, both export and imi^ort. Mere competition 
means that everyone in Germany or Austria who buys any foreign 
commodity dejiresses the value of the mark or the crown, and 
makes it more dilTicult for others to buy anything, and eveiyone 
who sells German or Austrian goods under comf)etitive condi- 
tions does something to depress their price. This is also the 
case in ordinary circumstances, but it lias not ordinarily any 
great importance. In the peculiar conditions whicth have now 
come about, however, this truth is of very great importance. If 
the German and other Governnient.s were in a [ositioji to allow 
importation only on some system of ])riority certificates, and to 
arrange that goods should be .sold abroad only on a gold basis 
and at approved prices, and that the credits so created should b.’ 
earmarked, in the first instance, for the payment of debts dm o 
imiwrting— without reference to any alteration which mighi 
occur in the value of the mark, Austrian crown, etc.— then 
credits for the necessary impoi ts would be forthcoming withoiil 
the assistance of foreign (ioverements. Some such system 
appears to be suggested by Dr. Vissering, but his ex|)osilion 
seems to imj)ly rather a formidable amount of Government inter- 
vention, not only in Germany and Austria, but in all other 
countries. We read, for instance (p. 51) : “The simplest form 
will be that two countries set up such a barter institution betwi'cn 
them. Take Germany and the Netherlands as an example. 
Germany would have to prejiare a list of the goods she wishes 
to buy, and the Netherlands would state the (|uantitios which 
they would eventually be al)le to supply to Germany. GciTiiiiny 
would, further, have to furni.sh a list of what she could deliver 
immediately. . . . All these inquiries and offers will have to 
be registered at the Barter Institute.” It is not very clear why 
anything mon^ than a .system of /iriority certificates for imjKirts 
into Germany, and control of the prices of exports, .should he 
necessary. 

The countries which have claims on Germany for indemuitie.s 
would have to consent, of course, to the proiHrswl system of cer- 
tificates and to the earmarking of credits. Dr. Vissering jnits 
strongly the argument that their interests require them to take 
a long view and to assist in the recovery of the countries which 
are in difficulties. There is one important point, however, which 
might have been emphasised, more especially as appealing to 
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jM'anco. That country has especially stron" claims for indemni- 
fication, and, for the moment, it may seem to be Trance’s 
interest to be able to buy (lerman goods chea])ly, whereas the 
proposal would raise the export jirice of German goods measured 
in foreign monies. That, it is submitted, would be an advan- 
tage, in the end, and not a disadvantage, to France, because 
German goods will be sent chiefly, as a matter of fact, to other 
countries, and France requires mainly the produce of ’Other 
countries rather than the ])roduc*e of Germany. If France has a 
lien on a portion of credits created by the sale of German goods 
to America, the Argentine, Holland, etc., France has a better 
prospect of getting substantial value if those credits are large 
and provide a good surplus over and above what is required to 
pay for Germany’s necessary im|)ortH, than she would have if 
competitive selling for depreciated marks always keeps the total 
value, in foreign cuiTencies, of German exports at a very low 
ligurc. The same argument applies, tliough perhaps not to quite 
the same extent, to the interests of Great Britain, and it need 
hardly be said that it could also be reinforced, for popular propa- 
ganda at least, by the consideration that Germany would, under 
the proposed system, provide her own law against dumping cheap 
manufactures into comjxHitivo countries. 

The cessation of further inultijilication of paper money by 
all countries is strongly urged, but it is not altogether clear that 
that is essential to the success of the system pro|)osed, so long 
as there is control of foreign trade. Even in this eountry it still 
remains to be seen whether the maximum announced for the 
luluciiarv issue can be adhered to, and it may be a considerable 
time before many Continental countries can manage without the 
printing press. It ought to be possible, however, to arrange for 
the financing of foreign trade on a basis indet3endent of the 
cUqweiatod internal monies. That, indeed, appears to be what 
Br. Vissering proi)Oses. 

If, as suggested above, the two great difticnltics— indiicjrig 
the more fortunate countries to advance large Government loans, 
and the less fortunate countries to cease issuing more papier 
money — can be overcome, the other requisites appear to be such 
as ought not to bo impossible of achievement. The principal 
difficulty is the fact that democratic Governments in France, 
the United States, and our own country, who are the pre- 
dominant factors, cannot easily take long views regarding their 
late enemies, because it is difficult to make them understood by 
the average voter. The indications are, however, that such views 
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are making headway, and the practical stumbling-block may turn 
out to be the inefficiency of administration in the late enemy 
countries. C. F. Bickerdike 


Politique Fimncicre d’ Aujourdhui. Par Gabriel de Mont- 

gomery. (Vevey : S. A. Klausfelder. 1919. Pp. xiv + 402.) 

This book has earned the compliment of a ]>rcface from Pro- 
fessor Pareto, which casts, as we should expect, bright illumina- 
tion into the dark tangle of intertwined phenomena. It is 
“chiefly” concerned with the “financial and economic situation” 
of Switzerland in the “great drama ” that has filled tlie European 
stage during the eventful years from 1914. Writing in December, 
1918, the author observed that “probably” we were witnessing 
the “last act” of what could be described as having wrought an 
“economic revolution.” That was marked by ''bcndromemcnts,'' 
which were “formidable” and, before the war, would have been 
“incredible.” iluch of their final significance, he added, 
remained hid ; and he himself modestly proposed to throw a 
“little light” on obscure ixiints in questions often discussed. 
Switzerland w'as chosen for the starting-ground of this inquiry 
as a “neutral” country in the “centre” of Eiiropc girl about on 
“all sides” by the “belligerent States.” 

It is a useful office which has thus been op]>ortunely under- 
taken; and the achievement justifies the essay. In .succeeding 
chapters the jKissible aims conceived and the actual policy pur- 
sued, the series of vicissitudes developing and the varied conse- 
quences that have happened or may yet occur,, are searchingly 
explored. They are also judicially appraised. We have, then, 
here from an economic student belonging to one neutral State a 
full and fair survey of the conduct and the destiny of the rulers 
and the public of another neutral country at a critical time in 
such departments of affairs as the course of the exchanges, the 
handling of currency and credit, and the provision of the ways 
and means of national expenditure, largely, suddenly and com- 
pulsorily increased. But in his close scrutiny of the successes and 
the failures of the Swiss our author refers as well to the behaviour 
and experience of other peoples. Naturally, he contrasts the ])()si- 
tion of his countrymen, the Swedes, raising what he describes as a 
“barrage” against gold, with the strong industrial demand lor 
that metal for watch-manufacture acting in Switzerland as 
a potent check to a fall in its value. But he also compares our 
own use, at the beginning of the war, of the traditional expedient 
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of a rise in the rate of discount with the employment by the 
Federal authorities, in their negligent regard of that defensive 
weapon, of more drastic and direct but less commendable and 
innocuous armoury, safeguarding by the “main force” of 
peremptory advice or condemnatory veto the metallic backing of 
their note and credit system. Allusion, too, is made, as oppor- 
tunity affords, or occasion prompts, to what has been thought or 
done in France and Germany, the near belligerent neighbours 
of the neutral land immediately inK|)ected ; and, accordingly, the 
treatise has a wider interest than might be inferred from its sub- 
title. Within the limits suggested there it is significant that 
ill not a few respects a by-stander, like Switzerland, has been 
compelltxl to share tlie fate, and follow in the track, of the com- 
batants — in modes, for example, of finance that have been 
responsible for “inflation.” Tn other regards her situation has 
been peculiar, especially, as Mr. de Montgomery shows, from the 
circumstances that she normally imports the necessary raw 
materials for the manufactures, largely luxuries, which she 
ex^xirts, that her hotel business was hit hard by the interruption 
of the ordinary tourist traffic, and that the great amounts of 
foreign capital, which had been invested before the clash of arms 
in her negotiable securities, could be quickly withdrawn with 
ease by the fighters, and, advantageously to themselves, sub- 
scribeil to their war loans, gaining at once through the advanced 
exchange and the higher interest. 

l^'he clever and informed writer of this interesting and timely 
essay is more ambitious than we have as yet suggested. For in his 
discussion of Swiss finance and economics he introduces hard 
cruxes of theory as well as practice. He boldly breaks a lance 
with doughty disputants in some tough controversies. Not merely 
(Iocs he consider which of three possible jxilicies a neutral country 
should adopt with reference to the exclianges. It could, he says, 
accept depreciation to the lower level reached by the belligerents, 
or it might strive to keep a parity with gold, or, finally, as he 
vvoiikl, for strong rea.sons, recommend, it may endeavour to main- 
tain for its own money the character of a stable indicator of the 
values of goods. Not only does he establish, as we think, the 
fact, in contradiction to some positive pronouncements, that 
the rate of discount did not become inoperative through disturb- 
ing or obstructing influence engendered by the war. It might, 
on the contrary, be still used, to good puipose, by a neutral, so 
on the one hand to arrest the forced exjiort of its wealth or 
capital in response to the clamorous temptation of needy 
No. 118,— VOL. XXX. ^ 
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belligerents, and, on the other, to avoid subjecting its own traders, 
its manufacturers or its merchants to excessive disability. But, 
while laying stress on variations of values as the more potent 
of the causes of fluctuations in the exchanges, he also proves 
once again how troublesome it is to disengage from other forces, 
such as the “|)enurv” of “merchandise,” the monetary factor in u 
rise of prices and to measure with nicety its magnitude; and, 
furthermore, lie seizes courageously the horns of the dilemma 
presented by the inclusion in, or the omission from, the calculation 
of the “ money- v\ ork ” to be done of payments for “productive” 
and “unproductive” services. 

Kven more daring, it may be, will be considered his criticism, 
supported nevertheless as it is by cogent argument, of the short- 
comings, from the standpoint he takes up, of Ricardo’s plan for 
an “economical and secure” currency; and the conception, which 
he favours and describes, of international settlements to lie made 
in international paper is not lacking in temerity, though it is 
shrewdly formed and lucidly presented. It is, however, to he 
observed on this last matter that Mr. Walter licaf, in his recent 
presidential address to the Institute of Bankers, did not regard 
with entire disfavour the creation in the existing “economic. 
crisis,” with the “chaotic state of the exchanges throughout 
I^uro|)e,” of a “machinery for the barter of goods” “in the form 
of an international unit of exchange based on gold,” which would 
be a. “purely book currency not re])resented l)y any coins.” That 
would, this accomplished scholar and practical hanker recognised, 
be “following the lines of the old ‘mark Banco’ of Iljimhurg.” 
whicli, serving “for about a century as a common unit for the 
whole of the petty Gernian States,” “only came to an end on the 
establishment of the common (Icrman coinage in 187*2.” The 
“])roposition,” which was “serious,” he remarked, “came from” 
Swedisli hankers, and was a “most interesting theoretical idea,” 
time s|>eiit “on which would not be wasted ” by the “man ol 
business” who “must in the last resort say the decisive word ” 

Such are a few samples of the difficult and impntant tojncs 
of vexed debates grappled here by Mr. de Montgomery. His 
readers may not, of course, agree with all his reasoning ; and 
they will probably dissent from .some of his conclusions. But. 
they will, we liave little doubt, judge him to be a “foeman worthy 
of their steel.” The results he reaches are often perhajis more 
negative than positive; and, in the end, sometimes, lie leaves us 
with the discomforting persuasion that the knot approached was 
tied tighter than we had thought before we came in his company 
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to close quarters with it. But his resolution and address and 
resource in attack are admirable. He has, it will be evident, 
studied carefully wdiat had been wTitten previously, and he applies 
an open but wary mind to the new lessons taught by the fresh 
facts. He has, in short, furnished a contribution of much interest 
and value to the economic literature of the war; and we ofl'er 
him our thanks. To Professor Pareto’s preface we cannot make 
detailed reference, but we would draw attention to one hint. He 
suggests that, if the issue of inconvertible paper be viewed as a 
forced loan. Governments, in practice, have shown themselves 
not very squeamish in scaling down tlieir unacknowledged in- 
debtedness in this shape by allowing such money to depreciate 
tlirougli over-issue. They have, as a rule, by contrast, (‘xhibited 
more prudent scruple in avoiding formal repudiation of the more 
definite obligations of avowed funded or floating loans, to which 
contribution has been publicly invited. This distinction we do 
not remember to liave seen before so clearly drawn or pertinently 
exhibited. L. L. Price 


Social Theory, By G. J). H. Cole, Fellow of Magdalen College, 
Oxford. (London : iMethuen and Co. 1919. Pp. 220.) 

Mr. Cole’s whole life would appear to be a protest against 
the doctrine of restriction of output : his realistic studies and 
speculative essays succeed one another with almost bewildering 
rapidity. But his facility has not prevented him from presenting, 
in the modest compass of some 200 pages, a singularly compact 
and suggestive exposition of his general views on human society. 
Any comment on it made primarily from an economic standpoint 
must of necessity be somewhat unfair; for Mr. Cole’s scope, 
embracing as rt does all forms of human as.sociation , is much 
wider than econoiiiics. Indeed, he contends with much force, in 
criticism of IVIarxian materialism, that it is only the diseased 
nature of the economic system which, by perverting and poison- 
ing relations outside the economic sphere, leads to a dispropor- 
tionate emphasis being laid on the economic aspects of life. 
Here, as elsewhere, Mr. Cole exhibits a discrimination of means 
from ends which is not the least refreshing feature of this book. 
This being so, and the whole book being so laudably concise, it 
would perhaps be unfair to take him to task for not explaining 
more precisely what he means by that “ economic equality to 
whose absence he attributes the ugly prominence of the economic 

p 2 
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bump in society ; or for not stopping to argue with those mem- 
bers of the social hive (to adapt a phrase of Professor Edge- 
worth’s) who are apprehensive lest the eqiiilateralness of the 
honeycomb should be secured at the expense of the abundance of 
the honey. Nevertheless, it must be put oji iword that Mr. 
Cole’s realism, which ])erinits him to discuss armies and judges 
and policemen calmly if without approval, as things with which 
his reconstructed society will have to reckon at any rate for a 
time, appears to fade when he touches economics into an idealism 
which assumes, as a pre-requisite of that society’s very birth, 
that the cliief economic disharmonies have been completely 
resolved. 

Mr. Cole's general system isj as any sensible system must be, 
largely the pnaluct of an intelligent eclecticism. Eoiisseau pro- 
vides the grouiulwork and touclistone of individual personality 
and will ; Samuel 13utler tinges with ])urposiveness the evolu- 
tionism of Jlarx ; and many others bring duly acknowledged gifts. 
But the largest contribution is, of course, that made by wdiat 
may be termed Neo-Media*valism — the (3 ierke-Maitland theory 
of the nature of corporations, and the functionalism of de Maeztu, 
and those doctrines of (Juibl Socwlism which Mr. Cole himself 
has done so much to elucidate. For his central position is that 
most modern social theory has gone wrong in regarding the State, 
if not as the sole, yet as a unique and dominant form of hninan 
association. He reminds us that that i)art ( which is not the whole) 
of human life which is organisable can be, and actually is, 
organised in many other kinds of association besides tJie political : 
and among these are some wdiicJi must be considered essential 
to human society, notably the religious kind and tlie two 
economic kinds, wdhch he calls “vocational” and “appetitive,” 
embracing men respectively in their capacities as prcxlucers and 
consumers. If liberty is to be real, if representative government 
is to be anything but a farce, mankind must seek delivery in 
this multiplicity of co-equal and co-ordinate associations from 
the tyranny of the “factotum State.” Outside Mr. Cole’s 
inviting edifice of scholarly synthesis and original suggestion 
only Professor Bosanquet and the Hegelian idealists stand in 
outer darkness, w-ith their blind dethroned monster. 

And yet -can we be so sure? The Sovereign State is cast 
out ; the functional associations arc at wwk ; and the sphere of 
ix)litical organisation has been limited to a certain complex of 
personal matters which is not very clearly defined, but which 
appears to include marriage, elevation to the peerage, and 
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vaccination. But, as Mr. Cole sees, the need for co-ordination 
remains, and even the need for coercion or the delimitation of 
coercive powers. Who is to co-ordinate? Not the truncated 
State, for it is itself a potential co-ordinand. There must then 
bo .a new joint body with supreme co-ordinating and coercive 
authority. Now Mr. Cole seems aware that this suggestion lays 
him open to the criticism that he has expelled the State by the 
door only to re-adinit it through the window ; but he appears to 
be satisfied that he has disf)osed of this criticism by pointing out 
certain important differences between his joint body and a voca- 
tional second chamber as ordinarily conceived. It is difficult to 
regard this as convincing. One cannot but feel that if the plain 
man wrere asked to find a convenient word for a co-ordinating 
and coercive apparatus, with control not only of the “wdiole para- 
phernalia of huv and |X)lice,” but of Army, Navy and Air Force, 
the word “State” is one which would leap to his mind ; and that 
he will be inclined to susjx^ct that now’ “democratic Supreme 
Court of Functional Equity” is but old State w’rit large. 

It would, I think, be a real pity if this rather mystifying piece 
of iconoclasm and iconoplasm w ere allowod to obscure the genuine 
element of truth and value in .Afr. Cole’s principle of functional 
organisation. Almost everyone agrees that the modern political 
machine is unwdeldy and ov('rwd*ked : and many people are 
growing to think that the necessary redistribution of w’ork, 
especially work of an economic kind, should be functional as well 
as regional, b'xcept to incurable sovereignty-hunters, does it 
make so much difference whether the requisite process is 
visualised primarily as devolution or as co-ordination? As Mr. 
Cole himself so admirably argues in the analogous matter of 
regional federation, the question is chiefly one of method and 
dependent on our starting-point ; and, after all, our starting-jdnt 
is the twentieth century and not the thirteenth. The ira)X)rtant 
thing, surely, is to get on with reasonable experiments in func- 
tional organisation and control, without complicating the issue 
more than need be by a Stato-hatred which may become as meta- 
physical and inconclusive as the State-worship of the poor ultra- 
Ifegelians on the door-mat. 1\ H. Bobertson 
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Secumig the Initiative of the Workman. By Kobert B. Wolf, 
M.E. (American Economic Review, Vol. TX., No. 1. 
Supplement, March, 1919.) 

Non-Finaywial hicodires. By Bobert B. Wolf. (American 
Society of Mechanical Engineers. 19J8.) 

Modern hidustry and the hidividual. By Robert B. Wolf, 
M.E. (Reprinted from System, January and February, 
1919.) 

The writings of j\[r. R. B. Wolf, scattered among the pub^ 
lication.s of American scientific societies and technical journals, 
are at present little known in this country, but it is to be hoped 
they will become more easily accessible, for they contain much 
that is suggestive, and might be helpful in the present crilical 
conditions of industry. Mr. Wolf, a member of the American 
Society of Mechanical Engineers, and manager of a pulp and 
paper-making works, contends that the present labour unrest is 
due to repression of the creative instinct in the workman. Afodorn 
industry “is primarily concerned with individual effort”; fho 
creative |X)wer which sustains our civilisation resides in tlu‘ 
“originatifig, selecting, and adapting faculty of the human int<*l- 
lect”; and (here is a fundamental point) the creative faculty is 
not confined to a few individuals in charge' of our industries, but 
is common to all mankind. Vnder the modern disposition of 
things, however, industry is controlled by a few persons whost' 
contact with tluj actual work becomes increasingly remote. The 
majority of workmen are employed on processes which require 
little or no thought, and they are prevented from using thei> 
brains at their work. Just so long as this continues, Mr. WoH 
avers, we shall have industrial unrest. The workers' higher 
faculties are left unused, with the result of discontent, reduced 
output, or sabotage. The creative faculty cannot be really sup- 
pressed, it is deflected into useless or destructive channels. 

It is easy to agree to this diagnosis of the malady, but much 
less easy for the ordinary observer of industrial evolution to see 
where the remedy is to come from. Modern industry, with all 
its evils, is necessary to the modern world, and we cannot go 
back to the Middle Ages, although we may recognise that tlicir 
institutions were in some respects socially more desirable,. Mr. 
Wolfi however, asserts, with a wealth of practical experience to 
back his theories, that creative work can be done in modern 
industry, and that the best results in production are to he. 
obtained, not by the subjection of the individual, but by calling 
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his will and intelligence into activity. The problem of social 
organisation is “how to organise society upon the basis of respect 
for the individual.’* The well-worn illustration of the policeman 
controlling street tratlic is given a new and happy turn by the 
remark that the traflic at each crowded (dty crossing cannot be 
regulated from the City Hall ; it requires an individual in the 
congested spot to deal with each practical situation as it arises, 
“and upon his jK^wers of observation and selection depends the 
orderly flow of traffic.” A descri])tion is given of the results of 
introducing progress records into a certain process, known as the 
sulphite process of the wood-pulp industry. The wood chi[)s are 
“cooked” in huge “digesters,” 50 ft. high by 15 in. diameter, 
by the use of steam pressure. Skill in “cooking” consists in the 
proper control of the relief valv(i, and the aim is to secure the 
maximum yield from the wood used and a uniform (piality of 
])ulp. -Both these ends were materially furthered by a systematic 
and detailed publication of costs for the workmen’s information. 
The men thus got a clearer view' of what they were doing, of their 
ow'u progress, and of the work as a w’hole. Tlunr interest w'as 
evoked, their pride in production stinnilated, and, what is more, 
their minds WTre set to w'ork to desire new’ and improved methods 
and mechanical devices. 

We arc, of course, familiar in this country with schemes for 
democratising the control of industry, but it is something of a 
novelty that so powerful a plea should come from the employers’ 
side. It is also interesting, in view’ of Labour opinion on the 
subject, to note that the system does not involve “payment by 
results.” On the contrary, salaries and wages on this plan are 
all on a inoidhly, weekly, or hourly basis, and arranged in concert 
w’ith the labour organisations concerned. 

The value and originality of these paj>ers consists in the new 
signiticance given to the psychology of the worker, and also in 
what may he described as the ardent practicality with which the 
idea is wwked into the technical details of the industry. 

B. L. IIUTCIUNS 


Natioml Guilds and the State, By S. G. Hobson. (London ; 

G. Bell and Sons. V2s. 6d,) 

The Industrial Guild ideal is attractive to people whose outlook 
cu life is widely divergent. It appeals to the revolutionary syn- 
dicalist, to friends of handicraft, and to many w’ho desire to see 
the industrialism of to-day transformed so that it shall, function 
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more satisfactorily educationally and economically. It is a mild 
term, and does not suggest either bloodshed or barricades : its 
goodwill is, therefore considerable. 

What is the explanation of this catholicity of su'^port and 
sympathy? It surely must be that the ideal does not mean the 
same thing to different people. It is all to the good, therefore, 
that the chief ajx)stles of the movement should elaborate their 
theories and plans. In Part I. Mr. Hobson seeks particularly to 
show the relationship of the Guilds to the producer, the consumer, 
and the State. 

Part TI. deals with the transition issues, and finally gives us 
Mr. Hobson’s creed under the title of “ I believe.” Whilst com- 
mending Mr. Hobson’s industry in seeking to clear up difficult 
points, one must confess to a feeling of disapix)intmcnt. The 
author appears to think it sufficient on important issues to give 
us his dogmas without sujiporting evidence. Faith should not bo 
a substitute for truth in human affairs, but founded on it. For 
exami^le, in dealing with the ])roblems connected with the pro- 
ducer or worker, he says : — ” The solution can only be found in 
one direction, and that the most natural : in the control of the 
w’orkshop by the workman himself. With that end attained he 
will know from hitt(‘r experience how most humanely and 
therefore most fruitfully to order, to change, or to abolish work- 
shop routine. When the craftsman reaches that stage, ho will 
be in a position to refuse to produce commodities whose ])oor 
quality offends liis self-respect ; lu* will indignantly reject any 
and every form of adulteration. Whatever he produces wull be 
carefully calculated, and even guaranteed, to be the requisite 
standard and quality.” 

^fr. Hobson would agree that one of the justifications tor 
faith in the far-reaching changes he proposes is that the asser- 
tions made in the paragraph quoted are true. They are keij as- 
sertions. One searches the 400 odd pages in vain for evidence 
supporting any one of them. We are told that Guilds arc the 
logical outcome of wage abolition, and that this means that the 
proletarians, by securing a monopoly of their labour, have deter- 
mined that they will no longer sell it at a commodity valuation- 
They are to have “pay — pay, not wages, observe, please.” 

What does this mean? 

In reply to the suggestion that when each Guild has secured 
the complete monopoly of the labour involved in carrying on the 
“function” for which it is responsible, there might be a clash 
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of interest between the members of one Guild and another. Mr. 
Hobson says: — “If I make cotton goods, I want machinery, 
coal, buildings, labour .... If the element of profit be 
eliminatfed, and I know that these commodities are at my dis- 
posal at cost price, in what other way are our interests opposed?” 
It would seem, then, he naively adds, that objections to Guikl 
theory “melt away under examination.” What does “cost 
price ” mean in this connection? 

A not inconsiderable part of the book is devoted by iMr. Hobson 
to combating the point of view of his fellow-Guildsman, Mr. Cole, 
in regard to the State as representing the consumers, and the 
Guild Congress as representing the producers. Apparently Mr. 
Cole has been influenced by the “ misapplied activities of the 
Fabian llesearch Department,” and advocates “ a system in 
wlikdi the right of the producer to control prodiudion and that 
of the consumer to control consumption are recognised and estab- 
lished.” Mr. Hobson finds it ” imjxxssible economically to dif- 
ferentiate ” between the two processes of [)roduction and con- 
sumption. 

Mr. Colo, by way of illustrating his position, “supposes tlie 
State, as the representative of the consumers, to be dissatisfied 
with the price charged for ])ots and jxins; the appropriate depart- 
ment would complain to the Guild representing tlic slieet metal 
workers. The answer comes hack that the high price is due to 
the charges of the Iron and Steel Guild for tin plates; the State 
next takes up the matter with the Iron and Steel Guild, then, 
failing satisfaction, to the Guild (’ongress, and, if necessary, to a 
joint section of State and Congress.” 

Mr. Hobson is not unnaturally alarmed at this circumlocution, 
and says : “If Guild organisation were incapai)lc of settling such 
a trivial problem, its personnel would 1)0 unequal to the task of 
administering a hardware shop, not to mention a Guild.” Might 
it not be \vell for both Mr. Cole and Mr. Hobson to try tlieir 
theories on the “hardware shop” mlo of enterprise first, and 
reason up to the larger proposals from that experience? After all, 
one can get a fair knowledge of the conduct of bees without having 
under observation all beehives in the kingdom. 

Mr. Hobson seeks to establish ultimately for each “function” 
a Guild having a complete monopoly of the labour interested, the 
material of all the Guilds being vested in the State. In this con- 
nection, we are given no evidence drawn from experience as to 
how monopolies of this kind behave. Human nature may have 
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changed and be changeable, but historical records would surely 
throw some light on the subject. Man does not so much difl’er 
from his ancestors as to lead us to suppose that, under substan- 
tially the same temptations and op]x)rtunities, his condfict would 
be fundamentally difl’erent. 

As a preliminary to the formation of sound conclusions con- 
cerning the National Guild pro{X)Kals put forward by Mr. Hobson 
and his friends, should we not have before us tlie results of a 
careful and scientific examination into the doings of Guilds, or 
associations approximating to Guilds in the past? How did they 
behave towanls the then new ideas, the application of which has 
since changed the face of the world? Why did they come to an 
end? We do know, for example, in the case of the great inventor 
James Watt, that although there was no otlier mathematical 
instrument maker in Glasgow in I75G, the (\)rporation of TTain- 
merinen refused permissiou for him to settle there, not being the 
son, or son-in-law, of a burgher, and not having served his appren- 
ticeship to the craft within the borough. Fortiinatcdy, the Univer- 
sity of Glasgow stepped in and made him mathematical instru- 
ment maker to the I’niversitv, and proviiled a worksliop in which 
he could give play to Ins genius. It is a ((uestion of [irofound iin- 
txn’tance as to how far these attempts to dragoon men into organi- 
sations, whether capitalistic or labonr, are anti-social in their 
effects. 

ft is true that larger numbers of those who sympathise with th«' 
ideal of Tiidustrial Guilds (included in which is the reviewer), 
desire to advance by experiment and reason. On the otlier hand, 
it must not be overlooked that at the other extreme there arc 
those prepared to use the strike weaixm, to gain control ovt'r 
industries, ^^'orklnon who dislike the use of trade orgaiiisation- 
for this purpose are nevertheless impelled to remain members on 
pain of being treated as “ blacklegs,” concerning whitdi Mr. 
Hobson’s fellow-Giiildsman — Mr. Cole — says: “It is not, as a. 
rule, wise to offer physical violence to blacklegs; but there is 
nothing wrong about it except in the eyes of the la^v and middle 
class. The only argument against it is that it does not pay ! ” 

The members of the National Guilds under such inspiration 
would )>robably not have a very deep and abiding love for free- 
dom. There is suggested the adoption, in regard to industrial 
questions of to-day, of the methods in vogue in the dark ages for 
securing uniformity of opinion. 

It is difficult to understand upon what the confidence of ^fr. 
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Hobson in the wise ami beneficial conduct of the monopolies he 
would create is founded. A more hopeful way of advance would 
seem to lie in the direction of providing increasing opportunities 
for the new spirit to express itself in developing constitutionalism 
in industry. Is not partnership, rather than monoix)ly, the key- 
word, if there be one in industrial as well as ijiternational 
])roblems? 

Henry A'ivian 


Ihnpire aiid Commerce in Afrka. liy Leonard Woole. (Labour 
Research Department and Allen and Vnwin, Ltd., T^ondon. 
Dp. 368.) 

Thju Labour Research Department is rendering a great service 
to the Labour inoveinent and to the general public in facilitating 
tlie publication of such a volume as this, whicli, although, perhaps, 
rather dull in places, and stressing too strongly the culpability 
of the few in authority, nevertheless docs attempt to bring within 
the realm of general discussion that most impodant aspect of a 
nation’s affairs, its foreign policy. 

d'his work is a historical study of “economic imperialism ” as 
applied to North, Eastern and Central Africa, in which, starting 
from the basis that the State, since 1880, has been the jxjwer of 
the community organised, consciously or unconsciously, for the 
pursuit of economic interests, and claiming that the “Chamber- 
lain” conception of “commerce as the greatest jK)litical interest” 
has dominated foreign policy, the writer contends that recorded 
history reveals the “logic of beliefs ami ideals” and not of “facts 
and events,” and that only by a change of outlook can past evils 
be rectified. This contention fails to appreciate that “facts and 
events” react on “beliefs and desires”— for instance, environ- 
ment— and to that extent possess a logic of their own. One would 
have thought that a soUdisanl Socialist would have seen that his 
premise was modified by the natural laus governing evolution, 
and still more by the fairly general Socialist assertion that a 
man’s outlook is moulded largely, if not entirely, by his sur- 
roundings; for these surely are “facts.” 

Further, the reluctant pessimism which sees little hope for 
i*eal improvement until a universal change of mind has been 
accomplished scarcely becomes a “ Labour ” writer and a democrat ; 
for it is unlikely that the desired “social revolution” (of mind) 
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will precede the return to power of a Labour Government. We 
are thus confronted with tlie proposition that real democracy in 
foreign policy is, at present, impossible, and that what is needed 
in this, as in other realms of government, is a statesman who 
shall formulate and materialise the unexpressed impulses of the 
people. But this is rank individualism and conservatism ! 

Since the French conquest of Algeria in 1830 the ideas of 
“sentiment and strategy’* that governed early expansion have 
been succeeded by the desire for (1) colonies for surplus populn^ 
tion (up to 1880 90); (2) colonies of exploitation (after 1890), 
The real race for the partition of Africa began in the decade 
1880-90, since when (up to 1914), to the British Empire three 
and a quarter million, to the French four million, and to the 
German one million square miles have been added. 

The writer details the succession of events leading to the 
absorption of Tunis by the French, of Tripoli by the Italians, of 
East Africa and Somaliland by the British, Germans, French and 
Italians ; and outlines Abyssinia’s struggle to preserve her ind(N 
pcndence. J^uropean ))olicy seems to have been dictated by (luve 
main assumptions: (1) A European is not under his country's 
control ; (2) nevertheless he is to be protected ; (3) one nation’s 
gain is another’s loss. The work of explorers like Stanley and 
Peters ; treaties with the natives embodying concessions wrung 
from the natives by the oppression of their rulers, followed by 
risings and by the excuse for armed intervention and conquesi to 
restore ‘Maw and order”; the granting of rights to (’hartenM 
Companies, through which influence can be exerted over Govern- 
ments by financiers; these and other methods of penetration have 
characterised the European invasion ; and to-day, in British Ea;-I 
Africa, for instance, no black man has any legal title to land or 
property, the native is restricted to his “reserve” (the best land 
having been taken by the settlers), indentured labour is prevalent 
and illiteracy maintained. 

The mutual jealousy of the Great Powers is manifest Ihiougb- 
out this scramble for “spoils and hegemony ” ; and an interesting 
commentary on that delicate construction, the “balance of 
power,” and on the diplomacy by which it was preserved, is the 
statement of M. Hanotaux, the French historian, in 1912, that 
there was likely to be a great struggle between France and Italy 
to decide the control of the Tunis “hinterland” and the caravan 
routes through Ghadames and Ghat to Lake Tchad and the Gulf 
of Guinea ! 
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111 examining proposals for the future administration of 
African territory, Mr. Woolf disposes of Sir H. Johnston’s con- 
tention that the adininistration of the Congo Free State provides 
•1 conclusive argument against the ef&cacy of international con- 
trol, by showing that the T3erlin Conference did not provide for 
the control of the Congo Association, and therein failed in its 
purpose. 

The treatment of internal social questions reacts on foreign 
policy, and (the author argues) we should cease to regard the 
colonies as “a reservoir of raw materials and a market for 
exports.” Tn order to prove that control by a country of African 
territory is not essential to, and often does not secure, tliis, the 
trade returns of 1898-19] 3 are analysed; by which it is shown 
that, in the case of Germany for exainjile, her total colonial 
trade merely equalled that with the British Malay States and 
was hut one-twelfth of that with British India. It is a fact that 
qua States, the cost of administering a colony often exceeds the 
revenue extracted. Further, British East Africa, with a jx)pula- 
lion of four million natives, badly paid, and a lew hundred whites 
(‘annot assist the British worker appreciably by providing a 
market for exjiorts ; besides, the (’olonial trade is manipulated 
hy traders and financiers who, naturally, always buy in the 
cheapest and sell in the dearest market, irhcrcvcr that may be. 

Britisli administration is admitted, with all its faults, to have 
been the least harmful to the natives’ welfare, although tlie Pax 
liritamica imposed by the field-gun is not the ideal method of 
inspiring confidence and spreading the blessings of civilisation. 
Imperialism is a wrong basis for a colonial policy, but we cannot 
retrace past steps. What, then, shall we do? 

Mr. Woolf throws up the s|X)ngc and offers no new practical 
suggestion, vaguely expressing the hope that the League of 
Xations or some kindred body will effect some amelioration. 
“You cannot,” he says, “combine a League of Nations in Europe 
and America with the ideals of ‘ economic impiTialism ’ in Africa 
and Asia.” But that is w’here he eiTs, for that is precisely what 
will happen till the “new outlook ” is exptuienced ; for it is only 
by slow steps and by using the machinery to hand that |)rogress 
really accomplished. 

It is obvious that all intending statesmen and politicians should 
henceforth master, at any rate the elements of economics, geo- 
graphy and psychology, if the errors of the past are not to be 
repeated. Francis E. L.\wley 
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The Taxation of Mines in Montana. By Louis Levine, Ph.l). 

(New York : B. W. Hiiebsch. 1910. Pp. 111.) 

This monograph is one of a number of studies on taxation 
undertaken, at the request of the State Chancellor, by members 
of the staff of the State I’niversity of Montana. For several 
years past, taxation ])roblems have sharply divided the two main 
political parties in the State legislative bodies, and feeling runs 
high between the small pro])erty-owners (repre.sented mainly by 
the farmers and agricultural societies) and the large mining cor- 
porations. Each of tliese interests asserts that the other is not 
bearing its fair .share of the growing tax burden of the State. 
It was only to be expected, therefore, that the author of this work 
should have incurred tlie displeasure of the mining companies in 
advocating as he dot's that they should be assessed on a dilTerenl 
and stricter basis than at pres(»nt. These cor]X)rations were 
sufficiently powerful to j)revent the publication of this pamplilet 
in the ordinary University series along with the others prepared 
by the Department of Economics, but they failed in an attempt 
to bring about the aiitlior’s dismissal from his chair, for, after w 
sn.spension of .several months and an investigation into a charge 
of insubordination, largely turning on personal questions, he was 
reinstated without loss of salary or status. 

The Constitution of Montana jnvscribes in sonic detail the 
method by which mines are to i )0 taxed, and thus prevents tie* 
legislative bodies from dealing witli the problem of mine taxation 
otherwise than in a very partial and restricted manner. The 
value of a mine for })ur 2 :)oses of taxation is prescribed, paitly In 
the Constitution and partly by legislative enactment, to be lii*’ 
price paid to the United States (-rovernment for the surface aiui 
plus the indejxmdent value of tlie improvements ])liis the “m'l 
proceeds” for tlie year. On this assessment the general property 
tax rate is imposed. 1’hiis the Montana mine.s are taxed iiialer 
the system of the general property tax, hut a large part of tlieii 
assessed value is really income rather than property. The C’cm 
stitution admits of the legislative, bodies and their tax commis- 
sions altering the method of calculating the value of the item 
“net proceeds ” m as to treat it as income, and tax it aecordingly. 
Tn one pari of his work the author seems to advocate thi.s course, 
but his conclusions generally seem to incline towards one or other 
of several carefully constructed systems by wliicli the capital 
values of mines may be much more accurately assessed for the 
purposes of the general property tax than by the present system 
in Montana. 
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In suggesting that “net proceeds” might be regarded as 
income if calculated on a fair and uniform basis, the author dis- 
cusses at length two objections always raised in this connection 
—the exhaustibility of mineral resources and the special financial 
risks run by mining coiniianics. Just as any non-mining busi- 
ness enterprise, assigns ])art of its earnings each year to the 
renewal of the exhaustible portion of its capital, so a mining 
company ought either to devote a part of its annual earnings to 
acquiring new mining properties, and thus prolonging the life of 
the enterprise or to make provision for the redemption of its 
capital by means of a sinking fund. AJonjover, mining corpora- 
tions in the United States do this already, for the purposes of the 
h'ederal Income Tax Tjaw, which prescribes how allowance for 
depletion is to be made and how dividends which are i)rofit are 
to be distinguished from dividends which an^ capital returned, 
and the Anaconda Copper Mining Company, which pays almost 
80 per cent, of the total tax collected from mines in Montana, 
|)ublishes accounts from which these items can bo readily ob- 
tained. To the contention that mining is a more speculative 
industry than any other and ought therefore to be placed in a 
(‘lass by itself, the reply is made that in recent years failures in 
mining have not been more frequent than among ordinary indus- 
trial companies, and, in fact, are becoming projx)rtionately fewer 
owing to the employment of more skilled engineers and geologists. 
A short summary is given of the rc]X)rt on mine taxation pre- 
sented to tlie annual meeting in 1913 of the National Tax 
Association, a body comjx)sed of economists, lawyers and tax 
ofrudals. ^J^hree metliods of mine taxation, which do not involve 
the necessity of placing a value on thi.‘ mining property, are 
reviewed in turn — the tonnage tax, the tax on gross earnings, 
the tax on capital stock. Though easily administered, these 
methods have been almost generally discarded in the United 
States after actual trial, and now the method most extensively 
used is that of the general property tax. The great difficulty in 
the latter system, the dirticiilty of assessing the value of a mine, 
is now in a fair way to solution, owing to the skilful work of 
Mr. J. 1\. Finlay, an engineer employed by the States of Minne- 
sota and Michigan to appraise their iron, coj>]>er and other mining 
undertakings. Mr. Finlay’s method, the ad valorem method, 
assumes that the value of a mine depends on a certain number 
of factors, such as average cost of securing the products of a 
mine, average price at w’hich those products can be sold, the rate 

production of the mine, the time for which that output can be 
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maintained, the rates of interest to be allowed, etc. Of course, 
even in this there is a large element of guesswork, but it is 
claimed that it is at least “diligent and scientific guesswork. ’’ 
The application of this ad valorem- method is not always prac- 
ticable, and the procedure devised to take its place consists in 
valuing a mine by multiplying net earnings by some definite^ 
factor. In Arizona the average annual net earnings (no deduc- 
tion being made for mine depletion, interest charges, new con- 
struction or acquisition of new real estate) for a ])eriod of four 
years is taken, and this amount is assumed to be 15, 20, 25 or 
33J per cent, of the value, according to the position of the mine 
in a carefully graded classification. The assessment of non- 
producing mines raises problems not met with in the case of 
mines already working, but in all the States tlie tendency is 
towards conservative treatment and the postponing of the full 
possible claim of the State until knowledge of the resources can 
be obtained from actual working. Under any system of mine 
taxation fair and accurate assessment can be helped considerably 
by careful and uniform accounting by the mining corporations. 
At the present time the State tax commissions are receiving much 
liolp in this direction as a result of the requirements of tlu* 
Federal Income Tax Law of 1916 with its amendinent of October, 
1917. Montana, in consequence of its constitutional limitations, 
must lag behind the other States in tax reform, and will need 
to have a vote by the people at a general election before the 
jiecessary amendments can be carried. Meantime, teachers in 
the State University will scarcely be in as unfettered a position 
as their colleagues elsewhere in discussing problems of taxation 
which involve the interests of powerful corporations ]X)ssessing 
large ix)litical influence. IVrhaps, however, there is little ground 
for any fear that the author’s experience may he repcatexl, either 
in his own case or that of any other member of his faculty. 

J. (t. Smith 


Working Life of Women in the Seventeenth Ce}itury. By Alice 
Clark. (London : George Routledge and Sons, Ltd. 1919. 
Pp. vi + 336.) 

The deterioration in the economic status of women, which 
took place in England in the seventeenth century, is the subject- 
matter of this volume. Miss Clark argues that under a system 
of “domestic industry where goods were produced at home for 
the exclusive use of the family, and under “family industry,” 
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where the entire household, directed by tlie ruotlier, produced 
goods for sale, the position of women was an lionourable and 
respected one. Their economic value was unchallenged, and their 
husbands relied on tliem to contribute to the suppoit of the 
family. I ruler the capitalistic rcryunc, on tlic other hand, women 
sank into a condition of economic dependence. The position of 
the woman wage-earner was depIora])le, while in the home the 
wife was practically an unj)aid domestic servant. 

In the preface to the volume the writer tells us frankly that 
the theories with which she began her task of investigation, were 
abandoned in the course of her researches, and this is perhap'S 
responsible for a certain lack of clearness left on the reader’s 
mind with regard to the main issue. Throughout the book it 
would seem that Ca])italism must be the scapegoat for the un- 
doubted deterioration in thg economic position of women — for the 
change from the robust independence of Elizabethan womanhood 
to the vapours and ineptitude of the ladies of the llestoralion. 
The wife of the enriched ^.^apitalist lost the tradition of work, the 
wife of the journeyman who could not become a master, never 
had a chance, and gradually the woman who was “free of her 
liusl)aii(rs gild” dr()j)ped out of the economic structure of society. 
So far ^liss Clark has made her point. She seems, however, to 
recede from it, when she admits that the e.Kchision of women 
from skilled work was caused in the first place by lack of 
sj)ccialiscd training, and was not the necessary result of 
Capitalism. 

The life of women under the gilds, as drawn in this volume, 
was full of useful and varie<l activities, but it does not ap])oar 
that the wife occupied any |)osiiion other than lior hiishand might, 
either from inclination or force of circumst.inces, assign to her. 
She was essentially a- helper, and, as ]\Iiss Clark points out, her 
luiictiou was generally in those branches of work which recpiired 
general intelligence rather than s])ccialised knowledge or skill. 
The progress of industry aiul trade, the- increase of specialisaticin, 
and tho rise in standards of prcKiuctivity, as well as the shifting 
of the scene from the home to the factory, were Ixiund to tell 
against the woman with family claims and ties. It was impos- 
sible to serve two masters when one ol ihem became so increas- 
ingly exacting. 

The conclusion which emerges most clearly from Miss Clark’s 
book is that the economic position of women, who had no voice 
in tho management of tlieir lives and aflairs, was comidetely at 
the mercy of external happenings. Custom and the immediate 
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needs of the family seem to have decided their fate, and economic 
independence could not be attained without a much greater degree 
of i>ersonal liberty than the seventeenth century was ready to 
approve. H. Eeynard 

Die Gerechtigkeit der Bcsteuermig : eine Analyse der Steuerprin- 
zipien auj Grimdlage der Grenznutzentheorie. Von Erik 
IjIndhal. ( Lund : G leernpska U nivcrsitets-Bokhandeln. 
1919. Pp. 926. 8vo.) 

Take a student in tlie law faculty who is about to lu’eparc n 
doctor’s thesis, impregnate him with a strong dose of German 
metaphysics, shut him up with the works of a hundr(‘d and fifty 
authors, and set hiiii to examine their views u|)on justice in taxa- 
tion. If he is of an acutely dialectical turn you may expect such 
a volume as the present. If it is written in Swedish and trans- 
lated by friends into German, you must not be surprised if the 
translation, in the words of the old rhyme, “makes that darker 
which is dark enough without.” 

The theory of marginal utility witii its refinements is adopted 
as the touchstone of justice — a somewhat trying to])ic for a novice 
in the lists. The author tilts (‘ourag(‘oiisly, almost fiercely, 
against all comers. Our American friends describe certain objects 
and statements as “foolproof,” and tiuu'e is a goixl deal of financial 
literature which will not stand so severe a test. Perhaps it would 
be more jxilite to, say that the author examines a large niunbi^r 
of statements to see whether they are “lawyer-proof,” and finds 
them wanting. In a great many instances the author and th(* 
critic are in virtual agreement as to substance, and there is no 
addition to our stock of knowdedge by a process ^vhich makes an 
uncharitable interpretation of the text in order to belabour it. 
Life is not long enough for us to express, either in s])eech or in 
writing, all the limitations and reservations which we leavt* 
implicit in our statements. 

It would be ungracious not to add that the aiithor has mastered 
his material in a promising manner and displays considerable 
critical acumen. The assertion that just taxes are imix)ssible 
without a just distribution of wealth and of jiolitical power will 
come with a shock to the majority of readers ; but as the author 
does not venture upon the j^erilous quest of defining these just 
distributions of wealth and power, we arc reminded of Boswell’s 
observation when Johnson w^as internipted in answering a ques- 
tion as to our future state : “To my lasting regret he left the 
subject in obscurity.” Henry Hior.s 



NOTES AND MEMORANDA 

Unemployment in Eastern Canada 

The student of unemployment in Canada rmist face a pre- 
iiminary difficulty. Current discussion of unemployment relates 
almost wholly to settled industrial countries. It gives a perspec- 
tive of these countries, not always useful elsewhere. Different 
districts in Canada have reached very different stages of develop- 
ment ; and an inquirer fresh from the treatment of English 
unemployment problems must be ready to shed his f)repossessions 
when approaching Canadian conditions. 

liVen American experience is a halting guide. Eor certain 
great changes, which after three generations arc still incomplete 
in the United States, are occurring in Canada far more rapidly, 
'riie forces which since 1B80 have transformed the character of 
immigration, the relatively late growth of Canada, the smallness 
of the native ])<)pulation, have combined to hasten these changes. 
The kindred Canadian problems of immigration, unemployment 
and assimilation are not only com))aratively new, but of a special 
urgency. 

The reaction on the labour niarket of the great extremes of 
climate found in Canada does not make their solution easy. Thus, 
in June, 1917, no loss than thirteen thousand workers were 
employed in the canning and preserving of hsh. In October the 
number had fallen below 5,000, and in December was only 2,355. 
“On an average,” says the Dominion Bureau of Statistics, “each 
of the establishments worked full time 111 days, part time 10 
(lays, and was idle 183 working days." ^ All outdoor industries 
are aiTected by the seasons, and navigation on the Croat T^akes 
entirely ceases in the winter months. 

Adequate public organisation of the labour market involves a 
dovetailing of seasonal em 2 )loyments far more extensive than in 
England. This is hampered, but not prevented, by the frost of 
winter. For some years past at points as distant as New Bruns- 
wick and Saskatchewan, experience has shown that certain kinds 
of construction cost little, if anything, more in winter than at 
other times. Excavations in earth and rock are held in place 
by the frost and do not need to be shored up. Tunnelling can be 
done in severe weather with little more cost than in summer. 

' Labour QazeUc (Ottawa), Jan., 1919. 

S 2 
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J^rograuHiies of construction, wliicli will make for continuous 
employment, are, however, very rare. Variations in the number 
of municipal workers paid by the day or week are at present very 
large. The gross monthly change in the number of such tem- 
{)orary workers, employed by the cities of Montreal, Toronto, 
Hamilton, London and Ottawa, averaged during 1918 almost 
18 per cent, of the number on their pay rolls. ^ 

Existing information may be thought to suggest that Canada 
has been less subject than older countries to periodic trade depres- 
sion. The Clearing House statistics of the present century record 
a. series of downward fluctuations in Canada noticeably smaller 
than the coiTesj)onding English fluctuations. Nevertheless, the 
depression immediately preceding the war, so far as it could be 
compared directly with depression in other countries, caused a 
pro|X)rfcion of unemployment that was unequalled elsewhere.^ 
The paycliological forces which aggravate depression are in 
any case likely to be strong in countries which import capital. 
Investment combines with immigration to create a demand for 
goods, which does not immediately depend on the demand of th<' 
native consumer. Producers of a certain type lose sight of the 
condition on which development is based. It is a natural assump- 
tion that tlic steadily growing demand for goods is a permanent 
factor making for prosperity. Such a belief, of course, brings its 
own Nemesis, and was in some measure responsible for th.c 
depression of 1913-1914. 

If Canadians do not always appreciate these risks of unem- 
ployment, immigrants arc still more ignorant. Knowing ncdtlier 
what it costs to selllc, nor even, sometimes, wlierc to find employ- 
ment in their trade, they bear the brunt of suffering when 
are liard.^ 

Inevitably, therefore, the miscellaneous opportunities of town 
life make a powerful apjx'al. Congestion in the cities has, inde(‘d, 
everywhere been a feature of the New Immigration : and the 
larger the city the greater its attraction for the Tjatin, Slav and 
the Jew. In Canada municipal bodies have rivalled one another 
in bidding with privileges and concessions for more factories and 
railways, ^ramifacturcs have been fostered by the protection of 

* Labour Gazette (Ottawa), passim. 

* Bulletin of the United Hiatea Bureau of Labour StatisticSf No. 172, 191‘J- 
Report of the Ontario Commission on U nemployment. Part II., chap. I. 

- A comparison of tho volume of immigration with statistics of unemployment 
shows that the British and American immigration responds noticeably to changes 
in tho Canadian industrial situation : but immigration from continental Europe 
shows no immediate response. 
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infant industries. It has been no part of public ]X)licy to build 
up a foreign ])opulation in the cities; Init the city growth which 
was intended and secured by the s))onsors of the Canadian TarifI* 
may well liave stiinnlatcd the fonugn elomenl in immigration.’ 

Many men with only farming exf)erienco are now found in 
the cities. Impiiries made in VM \ and 10 1 a, at Hamilton, Port 
Arthur and Toronto, showed that as much as 00 per cent, and 
even 90 per cent, of foreigners who came under review wore 
peasants who had not gone on the land in Canada.^ A consemsus 
of opinion on the reasons for this is an essential preliminary to 
reconstruction.^ Meanwhile there is a- laige industrial f)opula- 
tion, for the most ])art unskilled and speaking many languages, 
whose needs must be considered. Among these there has always 
been a good deal of winter unom})l()ynient. Nor has there ever 
been a large enough export of manufactured goods to prevent the 
most acute distress whenever the nation’s capacity for factory 
production outstripped the home demand for it. Such was the 
situation in 1011 when the war began. 

In the total absence of a Poor Law there was no concerted 
policy for the guidaiK'e of local authorities. In any considerable 
city there were half a dozen public and ])rivate bodies, more or 
N‘ss directly charged to ])rovide employment and relief. So clear 
distinction was drawn l)etwi‘en work at wages and charity ; more 
often than not men were sent to work, not on account of their 
(pialifications, but of their necessities. .\ familiar result was the 
gradual deterioration of tlie viclim of these well-meant efforts; 
and tlie fame of any city that ollered a<le([uate relief was noised 
abroad so quickly that it became the beggars’ ^feeca. 

The first attempt to measure the proiilom in (’anada was made 
in 1915 by the Ontario Commission on I'nemployment. It was 
unfortunately unable to cover the whole of industry, and the 
task had to he limited severely. .Members of the Canadian 
Manufacturers’ Association who had factories in Ontario were 
asked to state in detail the munber of men and women on the 
last pay roll of each montli, from January, 191*2, to lleceinbcr, 
1914. Jdte number of replies covered J9 j^er cent, of employers 
who received the circular, and rejiresonted J4 per cent, of the 
miinher of manufacturing operatives in the province, as shown 
by the census of 1911. 

Among the firms reporting, the average number of workers 

‘ TransacMom of the Royal Canadian Instiiutr, Toronto, Vol. X., pp. 1-16. 

* Report of the Ontario Commiffsion on Vnetnphymt nt, pp. 149-151. 

® Sue, in llus connection, the .46.s*//'acf of the Report of th<> C.S. Immiyrathn 
^'ommissiout Vol. 1., p. 40. 
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employed tliroiigliout the year increased, from 1912 to 1913, by 

per cent, and declined, from 1913 to 1914, by nearly 16 per 
cent. The contraction of employment in the second phase was 
twice as great among the men as among the women. ^ 

It was decided to classify the returns by groups of industries, 
as the census returns are groui'>ed in Canada. The result obtained 
for each group of industries could then be weighted according 
to that group’s importance in the provincial economy, so as to 
show the presumed actual diminution of employment in Ontario 
factories between 1913 and 1914. The resultant figure was 
11 ’8 per cont.^ 

The great diflerence that at first a))pcared between em])loy- 
ment among men and among women found a simple explanation. 
Four groups of industries' a])peared to be subject to remarkal)le 
(!hanges. These wore — the manufactiire of iron and steel products, 
of other metals, of vehicles for land transportation and vessels for 
water trans])ortation. And less than 1 per cent, of the workers 
in these industries were women. 

The average volume of employment, in the ten groups ol 
industries, which employed both men and women in large mini- 
hers, was less in 1914 than in 1913, by 7 per cent, among ilic 
men, and 8 per cent, among the women workers. Among tli(' 
four outstanding groups of industries, in which the risk of uneni- 
])loyment applied almost exclusively to men, there was a coirc- 
sjxinding decrease of no less than 23*4 jier cent. 

Since during the last five months of 1914 trade was in an 
a])nornial condition of uncertainty, a further analysis was nunk'. 
The method already detailed, was applied to the returns for llx' 
first half of eacli year. A comparison between the first six monlli^ 
in J913 and the same in 19J4 repeated the conclusions of tli«' 
former study. 4’hc weighted table showed a decline, in the finir 
selected groups of industries, of 17^ per cent., and in all tin* 
fourteen groups of 8.} ])er cent. “When the number of uncni- 
ployed during the first six months of 1913 is added to this ligun ,” 
says the JtofKU’t of the Commission, ‘'it is clear that tlie propor- 
tion out of work can have been little less than 11 per cent.” ’ 

The Canadian Labour Gazette now publishes reports from 
trade unions (with a membership of nearly 200,0(X)) similar to the 
reports on unemployment furnished by trade unions in England. 
In addition to this, the Federal Department of Labour began in 
1919 to publish in the Press a weekly series of returns from 


' Rpport of the Ontario Commmion on IJ nrinployment, p. 90. 
* Ibid., p. 93. • Ihid.f p. 98. 



1920] 


UNEMPLOYMENT IN EASTERN CANADA 


249 


employers.^ The Department i)rovides eacli employer on its 
mailing list with a card to be filled in and posted every Saturday ; 
and it is thus enabled, by the following Friday, to publish an 
estimate of the change in employment, by districts and indus- 
tries, during the past week, as well as to provide a detailed fore- 
cast of changes in the week to come. 

The haphazard arrangements for ))lacing workmen in emj)loy- 
ment, at the time when the Ontario Commission made its Keport, 
were ill-adapted to take advantage of such a forecast on the labour 
market. An employment service for farm labourers, maintained 
l)y the Federal Crovermnent, was efiiciently duplicated on a 
smaller scale by the Province of Ontario. But these two bodies 
were not co-or<linated. A very small ])rovincial employment servke 
in the cities of Ontario was not in touch with the municipal em- 
ployment bureaux that existed in Ottawa and Toronto. Trade 
unionists for the most part avoided siuh public offices as there 
were, preferring to report themselves, when out of work, to the 
Imsiness agents of their unions, who tried to find employment for 
them. Private employment agencies, working sometimes on an 
extensive scale for profit, dealt with the bulk of unskilled labour. 

l''hough the last named of these by no means rivalled the rich 
and elaborate agencies sometimes found in the Vnited States,® 
they quite overshadowed all the public employment offices in 
Ihistern Canada. The profits to be made were very large, and 
for a long time they were free from supervision. In 1913, how- 
(‘ver, a Federal Order in Council comi>elled them to secure a 
licence, and their operations among immigrants were subjected to 
government inspection. (I rave abuses were discovered, of which 
the almost invariable victim was the foreign immigrant. Moreover, 
it was |X)ssil)le for any private agent to induce an immigrant to 
declare himself a citizen in order to secure employment, and 
agencies ostensibly not dealing with immigrants may have multi- 
plied abuses. In 1914, therefore, the IjCgislaturc of Ontario made 
a- provincial licence obligatory for all employment agents in that 
Province. 

Not only has the private agent been brought under control. 
He has now to meet with effective competition. In 1916 the 
shortage of labour in munition factories made it essential to look 
for a new source of supply. The Government of Ontario replaced 
the part-time salaried employment agents, who had existed in the 

' See the Labour Gazette (Ottawa) for October, 1919. 

See the Report of the Mayor's Commission on Unemployment, Chicago, 1914, 
PP. 48, et seq. 
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larger cities, by setting up bureaux with an adequate staff. These 
served their immediate pur[X)se by selecting women fitted for 
munition work, and in 1017 were called on to do the same for 
agriculture. Their success in dealing with the day-to-day require- 
ments of employers appears to have won for them a considerable 
measure of ])ublic confidence. 

Meanwhile the Government of the United States completed 
its sclieme for the federal su]>ervision of State Employment 
Bureaux. The main provisions were repeated in Canada when a 
Federal Act of 1018 defined the j)lacc of the Dominion Govern- 
ment in schemes attacking unemployment. An Ejinploymont 
Service Council of Canada now represents in an advisory capacity 
the Governments’ concerned in this, the railways and the manii-. 
facturors, the Trades and Labour Congress, and the returned 
soldiers. An agreement with the principal railways enables all 
workmen, for whom a Provincial hbnployment Office finds em- 
ployment, if it involves a journey by train costing more than $1, 
to travel at a special rale of one cent per mile. The financial 
provisions of the Act, which have since been extended by supple- 
mentary vote, maintain two distinct agreements. Quebec and 
Ontario, with tlio Western Provinces, receive in subsidies from 
the Dominion Government a sum equal to their own ex])enditiiic 
on their em])lovmont services. Xow Brunswick, Ih-ince lidward 
Island and Nova Scotia cannot at present maintain em])Ioym('nt 
services, and in these i)rovinccs tlie Dominion Government 
opening a service of its own, 

M'o supervise transference of labour, each province will ulti- 
mately have its Labour Clearing House. Idiere are also Doniinioj' 
Clearing Houses at Winnipeg, Aloncton and Ottawa. 

Organised labour has watched these developments uith an 
api)r()val as welcome as it was unexpected. The labour movenumt 
of ILastern Canada has been suspicious of attcmids by Govcmiv 
rnent to organise tlic labour market. But the logic of facts was 
too strong for it. The private employment agent disj)Iayed an 
adroitness in swiiidling liis clients vvInVli made Jiim a public 
danger. In certain industries and grades of labour he Jiad met 
with little competition till the Public Employment Offices won' 
started. Even now, since tlicre is not an effective publicity 
organisation to tell the foreign immigrant in his owji language 
what the State offers him, many foreigners still use tlie private 
agent. IVotests from organised labour, condemning his existence, 
hayc quickly multiplied ; and in November, ’1918, these cuhiiiuated 
ill one of a series of resolutions jointly submitted to the Govern- 
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iiicnt by the Trades and Labour Congress of Canada, the Canadian 
Manufaetiirers’ Association, and the Joint Coimnittee of Technica.| 
Organisations. This resolution set the seal of public approval on 
the Provincial Lmployinent Services, and called for the destruc- 
tion of the private agent. ^ 

But the Trade Union that never concerns itself with general 
(|uestions probably docs not exist. Tn Canada labour has sonje- 
tiines been prone to find in land settlement the cure of unemploy- 
ment. It has, however, been under no delusions regarding the 
free grant of land that has in the past been offered to the settler. 
Jt demamls effective safeguards for the men wlio “take up” land. 
Sustenance, shelter and agricultural tuition, if they cannot 
drain the cities of their “misfit” labour, can at any rate do some- 
thing to stop the drift to the cities of disa})pointed farmers and 
will make for ])roi)ortionate urban and rural diwclopment. A 
nucleus for widespread agricultural tuition was already to be 
found in certain of the [>rovinces. The working model for a 
scheme of assistance was provided in the legislation of Australia. 
Tlie combination of adiujiiate practical instruction to selected 
settlers, with provision for capital advances and an amortised 
system of repayment, was eminently suited to the times. 

As in the beginning of an employment service a war emor- 
goncy served to hasten action, so did the near approach of j)eace 
speed the [)rodiiction of a new land [policy, inquiries made in 
April, 1917, among the (’anadian soldiers overseas led to the 
hclief that almost iO(),0()U of them were prepared intelligently to 
make use of such a scheme." In tlu* same session a Holdier Settle- 
ment ;\ct was passed wliieh ap])lies not only to the s«)ldiers and 
sailors of the British (’oinmonwoaith, but also to British subjects 
resiilont in (kinada before tlie war, who served in any of the Allied 
Forces, and to tlie widows of those \\ho died on active service. 

This Act grants very wide ]K)wor to the Soldier Settlement 
Hoard of C’anada. It enables the Board to expropriate land held 
privately for speculative purposes, to select and train ex-soldicrs, 
to lend purchasers of land not more than .'i'7,ot)0, and settlers on 
free land not more than .^5,1)00, to seeiiro them siK'cial railway 
fares, to inspect and guarantee hehwo purchase tlieir livestock, 
lo make arrangements for the sale of implements at special rates, 
to supervise their farming, and tlie building of housovs on the 
farms. Up to November 1st, 1919, the number of free grant 
entries was 5,‘246. The Board had apinovcd 15,209 loans, 
auioimting in all to if 19,011,5Sl. 

‘ Labour (Jazette (Ottawa). Dec.. 1918. Labour Gazette (Ottewa). Jan., 1910. 
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Apart: from the large number of Canadian soldiers claiming 
the 320 acres ]^rovidod for them, the scheme gives safeguards to 
the British soldier-settler which did not exist before. The pub- 
licity which it receives wdll be the measure of its powder for doing 
good. Another of the tw'elve resolutions jointly submitted to 
(lovernment by the Trades and Labour Congress, the manu- 
facturers, and the technical organisations of Canada relates to the 
need for an impartial and central migration authority, to provide 
intending emigrants with accurate and unbiassed information. 
Snell an authority was adumbrattHl in tlie Emigration Bill, which 
jnissed its second reading in the British House of Commons in the 
Slimmer of 1918 and was afterwards allowed to lapse. 

The foreign immigrant docs not directly benefit by the Soldier 
Settlement Act. It is, indeed, by no means easy to forecast the 
future volume, of immigration into Canada. Eesohitions jiassed 
at every Ijabour Confi'rencc witness a continued hostility of the 
Trade Unions to the introduction of coolie labour, which is very 
natural. Nevertheless, so long as the present law^ remains in 
force, forbidding immigration under contract, there seems to he 
no rnarlvcd appi’ehcnsion that the foreign immigrant from Eni’ope 
will endanger cither the standard of life or the prosfiecfcs of 
employment of the native worker. 

This is partly due to the fact that most of the foreign immi- 
grants do not directly compete witli the Canadian. Indeed, in 
any given industrial organisation an increase in the supply of 
labour of a certain grade, in so far as. owing to difference of 
language or training, there is not complete mobility between 
different grades of lahonr, may be expected, for the time at least, 
to produce an increase rather than a decrease in the demand h.-r 
workers in other grades of labour. If this is the cast', a laigt' 
iininigration of workers in inferior grades may he viewed by tlu* 
native wtirkcrs of a higher grade vvitJi comparative confidence in 
the future. 

Such an opinion traverses the traditional American view , that 
immigration menaces the standard of life of the native worker, 
so causing a restriction in the native birth-rate.' But develop- 
ments in irans 2 X)rt and communication have so much increased 
the mobility of cajutal, and made it so quickly responsive to fresh 
opportunity, that it may be doubted whether the conditions still 
exist wdiich were assumed by Walker and his successors.* It is 
far more true to say that indirectly the foreign immigrant brings 

^ Fairchild, hmniQratio)y , ch. xi. 

Walker, Disriissions in Economics and Statistics, Vol. II., pp. 417-426, 
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with him, to the land of his adoj)tion, the capital that will employ 
him. Temporary crises may produce a temporary shortage in any 
one of the factors of production. But, except in an emergency, 
supplies of capital, and for a long time to como of land also, can 
expand as fast as the supplies of labour. Without a sudden 
deliberate and unlimited importation of workers under contract 
(such as is forbidden by the present Immigration Act), it is hard 
to believe that immigration can produce, for any length of time, 
a. diminishing return to labour. 

It is not his successful competition, but, rather, his occasional 
failure to secure a footing which constitutes the menace of the 
immigrant. Anything which makes for previmtable unemploy- 
ment (and it occurs chiefly among immigrants) will react on 
(!anadian society, partly through discontent and delayed assimila- 
tion, partly through aggravation of physical and mental defect in 
the forms of disease and insanity. So, too, the closeness of the 
scrutiny to which immigrants are sul)j(‘cted at the ports of entry 
must affect the labour market by reducing to the minimum 
unemployment which is duo to personal defects. Only this 
scrutiny can prevent the transference to (’anada of elements of 
society which are a. permanent burden on the public purse in 
Jhirope. Already the casual wards, insane asylums and hospitals 
of Canada contain a proportion of immigrants far ex(reeding their 
numerical strength in the country at la rge.’ 

The problem has long passed the stage at wliicli a single 
country can forget the common interest in considering its own. 
But tlic attempt of 1918 to create a Central Migration Authority 
was not successful. At present, therefore, the large issues con- 
nected with immigration must be treated as part of the Canadian 
unemployment problem. So considered, it has aspects wider than 
those of unemployment in an older country. ^Phe fostering of 
Canadian citizenship by systematic education is as imtx^rtant as 
the lessoning of industrial disturbance. Elimination of the trans- 
missible defects of immigrants takes its place beside the relief of 
destitution. Organisation of the labour market becomes part of 
the larger organisation of civic life. E'ortunatoly for all concerned, 
and not least for the worker wanting employnumt, these (picstions 
stand outside party politics. Perhaps for this reason they may 
meet with a measure of agreement. 

fiiLBKRT E. Jackson 

VnivemUj of Toronto. 

' Report of the Ontario Commission on Unnnploi/mrnt, p. 52, and Part II., 
ch. II. 



254 


THE ECONOMIC JOURNAL 


[JUNE 


ArSTKTA AND KllEE TrADE 

1 

The present Succession Stutcs (before the war, the Austro- 
Hungarian Fjin])iro) formed a large area of free trade and above all 
of free trailic. All these Succession States taken together wonld, 
as regards food and the most important necessities of life, be not 
only self-supporting but, even at the present moment, they would 
be able to export. As it is they have shut themselves off from each 
other by restrictions and l)arriers on the fronticTs, which may Ix' 
called not only artificial, but absurd — nay, mad. 

Owing to these barriers it is impossible for the people in the 
dilferent slates to move about freely, to do business or to ex- 
change goods. It is impossible to move goods from the centres 
of supply to centres of demand. Xot only each country, but every 
district within Austria proper, concentrates the whole of its |)olicy 
upon lo'cping all necessary goods wit Inn its own frontiers, and if 
it comes to the exclianging of goods, requires that this be done 
tlirough officials and through the governments, (lovermnents c;m 
never do this business. As the classic on Free Trade, Tjorrl 
I^'arrar, says : — 

“livery man knows belter what ho wants to buy and sell tluin 
his government can possibly know for him. He will buy and sell 
to the best advantage if left free to buy and sell as he chooses. 

Tlie country which suffers most under these conditions i-; 
Austria, and by retaliating she does not make things bcftc'r. 
('ol)den says vilh regard to such restrictions and barriers : — 

“A foreign tariff is oik* impediment; over that you have no 
)>ower. ^\)ur own high tariff is another and a. separate imi^e 
diment with an a<lditional and cumulative effect; over tb.is \*)ii 
have power. Ixemove the impediment over which you hav( 
\K)\vcr and do not wait for the removal of the further iinpedinieiu 
over which you have no power. You will gain mucli if you <!<' 
nut gain all.” 

\\'hat is true of tariffs is even more true of the harriers and 
restrictions which now prevail between the Austrian Succession 
States. The only possible response Austria can give to these is fn 
open up her frontiers. The free market thus created will prove 
an (mormons attraction for all the surnninding countries. The 
first consequence will be that the restrictions within the Austrian 
frontiers would have to fall. It would he impossible for the 
provincial aiiihorilies, with a free market legally establif^bcd by 
the central government, to prevent the people, especially the 
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peasants, from selling their products in the best market which 
will be (as in the days before the war) the big towns, which at 
the present time do not get anything from the couniry itself be- 
cause the authorities pay only a fraction of the true market price. 
Immediately after this the national stal(*s would liavo to follow 
suit. 

If Austria were to remove all passport diffieullies, as against 
the other states, all embargoes on imports ami exports, then the 
populations of the other countries would, in a venj short time, 
force their governments to do the same. 

Of course, over a certain time, during the ])eriod of transition, 
help from outside would have to be given to keep the ]}eople going, 
i.e. thcindustrialpopulationin the big towns, until the next har- 
vest. It would mean the continuance of the sup|x)rt that lias been 
given until now, for another six months. Aftt'r that time, with free 
traffic ensured all round, Austria would bo able to a groat extent 
to supply herself with the necessary foodstulTs and get the rest in 
exchange for services rendered to the other States. To carry all 
this through, it would be jiecessary to enlighten the peojde and 
to explain to them the real economic situation. 

'There are only two alternatives for Austria - either perfect 
freedom, free trafiic, free exchange of goods, which woukl gra- 
dually re-establish tlie old economic life in all the Succession 
States, so that it would not matter where the frontiers are or 
where the coal lies and so on ; or, alternatively, the maintenance of 
the present system, which would jncan restricting business daily, 
continuous decrease of production, and , on the other hand, increase 
of hostility not only between the Succession States but also be- 
tween town and country, war betwe<‘n the diiTerenl classes in the 
country and, in the end, utter chaos and ruin. 

^^uch food will be wanted in the Westtnn countries of 
hhirope, and the crops may just suftice to supply the demaml. It 
will, therefore, be impossible for England and for other countries 
to extend fcxxl supplies to othei’ parts of Euro[)e for any length 
of time. But, witli free exchange of goods ensured, they can 
easily be sclf-sii[)porting even at the present time. 

Austria does not know the strength of her position ; weak as 
she may ap[>ear to be at the ])resent moment in consequence of 
the restrictions and barriers tliai are set np on the frontiers, she 
is the country wliich, by her geographical situation, by her com- 
uiercial forces (now paralysed), can most easily upset tlie whole 
system, which is bound to ruin not (uily lierself, but all the Sne- 
^•ossion States of tlic old Austrian Empire. So she could be an 
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object-lesson to the whole world, especially to*Germany and Russia, 
from which countries the original disease started ; the original 
disease was militarism, which translated into economic life means 
Government cojitrol and Bolshevism. Militarism, Government 
control and Bolshevism believe in the power of brute foice to 
make people do things which they will only do in perfect freodoiu 
and if it is worth their while to do them. 

II 

Compulsory State control is ruining our production ; in fact, 
our entire economic life. The basis of our economic life in 
Austria is represented by agriculture, altliough the many amateurs 
and kiiow'-nothings, w'ho nowadays keep meddling with tlieso 
matters, will not have it so. Even more than of balance, or of 
(lermany, we must say of Austria: “Wealthy fanners mean 
wealth all round.” To-day our agriculture furnishes only a small 
part of the country’s needs, in consecjuence of compulsory Klat(‘ 
control, which causes a continual diminution of production and 
supplies, ^riie greater ]>art of the foodstiiiTs for the tow'ns must 
be got from abroad. 41ie most sensible jx)licy w'oiild consequentlv 
be to increase production as much as ])ossible, and this for iwo 
reasons : (1) To lessen the foreign supplies in a gradual manner, 
till they become superfluous: (*2) to secure them at least with 
certainty for the time during which we cannot feed ourselves l)> 
our owm production. To-day wc arc already met by great dilli- 
cultics in regaid to further food-credits, and are told that they 
w'ere given under the condition that they would l)e paid bad’; 
some time. It, how'evor, tlic most imiwrtant l)ranch of ])rodiu* 
tion in a country is continually oppressed and systemal anally 
ruined, the credit of this <*ountry will naturally go down. “1! 
you want further credits, you must deserve them. Bo far yen 
have not shown us any plan for this, and, on the contrary, every- 
thing you do makes it im])ossible for you to pay in future.” 

To increase i)roduction means giving inducements to it. How 
is this done to-day in Austria, especially in regard to agriculture? 
By paying the farmer about 5 to 10 jicr cent, of the sum w'hicli 
his products would fetch in the W’orld’s market. The world’s 
market price for wheat to-day is about K.24, the maximum price 
liere is K.2. In England the farmer is paid K.40 for his milk; 
liere we pay liirn, according to the part of the country he lives in, 
between lv.2 and K.4. This is not veiled, but quite open, 
confiscation. 
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The consequence of such a system, which in reality is equi- 
valent to the methods of the Bolshevists in Bussia and Hungary 
of simply robbing the producer of Ids products, is that the formers 
try everything in their power to prevent the confiscation. They 
eonsume as much as possible themselves, feed their stock with 
the rest or sell it, if |_K)ssible to illicit dealers. And, if all this is 
of no avail, they seize arms and give battle to the gendarmes and 
soldiers who try to take away from them the fruit of their labour. 
The big landed proprietor, on his part, since he can neither hide 
his crop nor fight, tills only part of his land, in order to escape 
requisitioning. Bor everything he delivers uj> means a loss to 
him. If he w^ere to employ farm-hands at the present rate of 
wages, cultivate extensively and deliver, he would be ruined in 
no time. 

It may be granted that the ju’esent situation is a difficult one 
for the Government. ^Fho masses have been fed with the most 
blatant catchw’ords, and, not only this, but tludr worst instincts 
— envy and hatred — have been roused almost officially. And now 
the ghosts conjure<l up will not disappear again. It is im|X)ssible 
to let the |)rices soar up officially overnight to their proper level 
(although this will fa<!e the officials one day in the form of a 
catastrophe) ; a i)eriod of transition must therefore be arranged. 
Reserves must be laid u]> for the time which will probably elapse 
till economic life has returned to fairly normal ways. As before, 
the.se re.serves must be got partly from abroad and partly — far 
as possible — at home. In order to get as much as po.ssihle at 
home, the State will have to pay the world’s market price to its 
ow'n farmers as w’ell as to foreigners ; it mnst buy in a free market. 

Such a policy will help our own exchange far better than 
])uerile prohibition of exporting banknotes and foreign monies. 
If the farmers now received the same price as is paid abroad, 
they could be taxed, and a largo part of the outlay would tlius 
return in the form of taxes. In this manner the printing of paper 
money could be kept within pro|>er limits. While the granting 
of foreign credits for foodstuffs will cease in a short time, if the 
present system of compulsory Government control, with its 
flestructive effect upon production, continues, the foreign eoim- 
trios will, from the inorncnt that the production shows an 
increase, regain confidence in the future of Austria, and even 
[^rant further credits. 

What kind of a plan has now' been devised by our officialdom 
in order to increa.se our most important branch of production, 
^’1^-, our agriculture? So far as can be judged from the news- 
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papers, it consists in the following : Maximum prices are to be 
kept up as before — that is, the fanner will receive only a small 
fraction of their real worth for the products he must deliver up. 
We are not informed of the scientific basis of the manner in 
which these maximum }>rices have been arrived at. What 
remains to the farmer over and above the contingent which lie 
must deliver up he may use for himself or give to his stock, etc. 
But that which he can neither eat himself nor feed his stocks 
with, he cannot sell at will, but must again deliver it to the State, 
which will endeavour to give him in return, not money, but 
articles of necessity! To this end a new institution will be 
created, with the object of exchanging the agricultural products 
against the articles needed by the farmers. In other words, new 
departments with thousands of new ofiicials will arise, to do what 
our ancestors did 20,000 years ago, before the use of nioiuy was 
known, viz., barter in its most primitive form. 

The following tale is now being spread : I jast year the con- 
tingent system was introduced, yielding to the pressure exercised 
by the pco[)le who stand Cor free competition trade, but it [irovcd 
a failure, like the former system of compulsory (Joverninenl con- 
trol. This is false. Xot the contingent system has been intro- 
duced, wliicli lias jiroved its worth in Belgium, but a very 
injurious law has been set up, wliicli is common to it only in 
name, and, for the rest, its very opposite, indeed, its entire nega- 
tion. It was laid down that the farmers need only deliver up 
a certain contingent (whicli they could Iiavc done easily), the 
surplus they might use for their own and their families’ needs. 
What they neither sold as contingent nor used themselves, tliev 
again had to deliver up to the State at the maximum price. 

The contingent system is based upon the idea of cnaliling tlu 
farmer to recoup himself, by selling in a free market, for the 
he suffers from being forced to deliver up a certain quantity to 
the State. The delivery of the contingent for the State would 
have become in time a kind of tax wliicli the farmer would have 
to pay as’ his share in the feeding of the needy town population. 
Later on normal conditions would have been reached again, with 
the difference tliat the farmer would have had to pay his taxt s 
in foodstuffs, instead of in cash, as formerly. This state of affaiis 
would in its turn have come to an end, for such a system of taxa- 
tion is, of course, economic folly if it lasts longer than is absolutely 
necessary. It has been kept up only in Turkey and Asia Minor ; 
all modern States have changed to a monetary basis. It is mucli 
more convenient for the State to receive its taxes in the form o! 
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ready money, and to use this tor necessary [)Lircliases, than to be 
its own produce merchant. 

The people are being told now that tlie contingent system 
failed, and the farmers refused delivery because they would not 
sell for paper money. This, again, is false. The farmer will sell 
(wery thing for paper money, provided you pay him the right 
price. The State has no need to start new fancy firms of its 
own, which only serve to augment the enormous body of ofiicials, 
who then proceed to do business in the most uneconomical 
manner possible, at great cost and without any profit, while this 
business could be done in a manner far more useful to the com- 
munity by the people trained to it. Pay the farmer his price, 
and he will then be able to prcKUire for himself his tools, boots, 
clothing, etc., with the money in a bettor and cheaper way than 
|)y means of bureaucratic apparatus. 

Our economic; life must be rebuilt from the bottom. Its base 
is agriculture. Pevive it, aud you also revive trade between town 
and country. With trade and agriculture blossoming, it is easy 
to restart the handicrafts, which can be done without large quan- 
tities of coal or other raw material. As soon as these three most 
im|K)rtant factors, which fed the vast majority of the population 
in Austria during normal times, are in full work again, taxes will 
1)0 paid, our exchange will rise, and with it our credit abroad. 
And, with our credit re-established, it will be easy to pro- 
vide for the necessities of our great manufacturing industries, 
hike ]k)l.s]ievism, our presc'iit .system lends to ruin our entire 
economic life aud to spoil all our credit abroad. 

Jrurs MKiNii 

Vienna. 


PlX’ENT OkEICIAL Pi ULICATIONS 

lieport by a Court of Inquiry Concr tiling Transport Worhers — 
Wages and Conditions of Employment of Dock Labour. 
House of Commons PaperSy 55. 1020. 

The Court reports to the IMinistcr of Labour that with a view to 
establishing a national minimum standard the miniimim for day 
workers and piece workers shall be Ifis. per day, on the basis of 
the National Agreement. This comes to .£3 4s. a week if, as appears 
to the Court, the casual worker works eight half-days out of the 
possible eleven. ISee review on page 272, 


Porty-eighth Annual Report of the Deputy Master of the Mint (for 
1917). 

The new silver coin issued in 1917 was just above four million 
sterling, whereas the amount in 1916 was just above eight million. 

No. 118. — VOL. XXX. T 
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Industrial Conference. Heport of Provisional Joint Committee. 

[Cmd. 601.] 

The Committee recommend inter alia the establishment by 
legal enactment of the principle of a maximum normal working week 
of 48 hours, and of minimum time-rates of wages, universally 
applicable; full and frank recognition of employers* organisations 
and trade unions and a permanent National Industrial Council. The 
trade unionist representatives, Arthur Henderson and G. I). H. 
Cole, append a memorandum on labour unrest, which they attribute 
mainly to the conviction of the working class that production for 
private gain is inequitable, and to tlie refusal of the Government and 
employers to recognise the need of a new industrial system. 


Report on Profit Sharing and Labour Co-partnership in the United 
Kingdom. [Cmd. 544.] 

A worthy sequel to the Keport on Profit sharing of 1894 (by 
Schloss), and the lleports of 1912 (and 1914). A new feature is 
formed by details relating to abandoned schemes. *J’ho MV(.*ragc 
bonus obtained is just above 5 per cent, of wages. 


Increase of Wealth (ll’a/*), [Cmd. 594.J 

llie Board of Inland Bevemie afhrm the practicability of levy- 
ing a duty on war-time w’ealih, and make suggestions as to tin* 
form w^hich sueli a duty might take. The clumge in tlui valiu* of 
money is sjiid to afford “ no justification for a general allowance 
in determining the amount of wealth subject to the proposed tluty. ' 


Report of the Royal Commission on Decimal Coinage. [Cmd. 6‘2H. 

To place our currency on a decimal basis is found to be 
unadvisable. 


The Koy.al Commission on the Ixt o.ME T.\x^ 

The report of the Eoyal Commission on the Income Tax is the 
first compreliensive ro])ort dealing with the subject which has ever 
been published. The committees of 1906 and 190G were con- 
cerned with special points only, wJiilst the earlier committees of 
1851-2 and 18G1 did little else but listen to evidence. Already 
before the War the need for a full inquiry was being felt, but the 
great increases in the rates of income tax during tlie War, 
together with tlie contemporaneous development of income taxes 
abroad, made it absolutely essential that a survey of the whole 
])osition should be made, so that means might be found for re- 
lieving hardshifis. Even before the Commission was ap[X)inted 
in April, 1919, and also whilst it w^as sitting, something was done 

* Report [Cmd., 016] 3«. Od. Seven Imtalmenta oj Evidence with Appendices 
[Cmd. 288—1, 2, 3, 4, 6, 6 , 7], 16 . 9 . 6d. 
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in the matter of assisting certain hard cases, by extending the 
children allowance, by granting new allowances in respect of 
wives, housekeepers and dei>endent relatives, and by making some 
concessions in the case of double income tax within the Empire. 
Nevertheless, various hardships still remained. The particular 
points to which public attention was perhaps most directed were 
the unduly heavy burden imposed on family men with moderate 
incomes, the great “jumps'’ in the income tax at certain points 
ill the scale, the need for modifying the exom])tion limit, and the 
(juestion of double taxation. 

Many i^eoplc probably realized that there were other matters 
which called for attention, but I doulit if any one person had any 
conception of the immense variety of claims for relief, in one 
direction or another, which would be brought before the Eoyal 
Commission. Most of the IGG non-oftioial witnesses who were 
examined by the Commission appear to have claimed some 
relief or other, generally in their own interests, or in the interests 
of the people they represented. wo find manufacturers 

risking for a more generous treatment of depreciation and 
obsolosccnee ; mining associations seeking an allowance in respect 
of wasting assets ; the Tjabour Party asking for a f250 exemption 
limit, allowances in resp(‘et of sickness, accident and trade union 
coiitrihutions and reli(‘f from lax in resjieet of sums earned in 
overtime; school-teacliers asking that outlay ojt agency fees and 
oecessai’V i)ooks shoidd he treated as expenses; bishops 
asking for allowances in respect of “olTicial hospitality ” 
and “official siihscriptions” ; the clergy desiring that Easter 
ollerings should be free of tax ; local authorities claiming that 
(uiblic sewers should be ex(*inpt from assessment to income tax ; 
pn^perty owners asking for larger allowances for re])airs ; charities 
seeking relief from tax under Schedule A, where buildings are 
both owned and occupied by charities ; life assurance offices ask- 
ing that income tax on their interest should be levied at a reduced 
rate ; cTcmalicai and coineterv companies claiming relief in 
respect of expired capital outlay on land and buildings; doctors 
asking for depreciation allowances on their motor cars; w’omen's 
organizations claiming that a wife's income, should be treated 
>'Oparat(dy and not aggn*gated with the husband’s; superannua- 
tion funds desiring that the interest on their investments should 
be exempt from tax ; headmasters and the Board of Education 
f^eking for larger allowances in res]>cct of young persons receiving 
hdl-tiine education. 

Dther grievances brought before the C’oni mission, with requests 
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for relief, related to the double income tax borne by residents in 
this country drawing income from the Colonies or from foreign 
countries where income taxes exist ; to the deduction of the tax at 
the standard rate, without reliefs of any kind in most cases, in 
respect of incomes drawn from this country by British subjects 
lesidont abroad ; to tlie unduly lieavv burden imposed by the 
higli income tax on foreign investors in British companies “con- 
trolled” in the United Kingdom hut operating abroad; to the un- 
liappy [)osition of agents in this country who are liable to be 
assessed for income tax on behalf of their foreign principals. In 
eoinu'ction with this last point there arose what appears to have 
hcon the chief, if not the sole, instance before the Commission, of 
nun-ofjicinl eviden(‘e being forthcoming to op|X)se a claim foi* 
relief.* 

Tn matters not especially concerned with reliefs, jdenty of con- 
flieting evidence was given before the Commission by non-oflicial 
witnesses. Thus some advocated abolition of taxation at tin? 
source, and others its extension— at ])rescnt some 70 ])er cent, of 
the tax is collected at the source ; some wished to do away with 
the differentiation between earned and unearned income— a view 
which is upheld by live commissioners in a reservation — whilst 
at least one witness r(‘cominended that all earned income shoulil 
he cliarged at only half the rate imposed on unearned incomes; 
private traders were very keen on co-operative societies being sub- 
ject to income tax on the whole of their “profits,” wliilsl ilw 
representatives of the Co-operative Union urge<l that the present 
method of taxing (’o-operative Societies should he retained. 

The evidence of the various witnesses concerning Co-operativi 
Societies,^ including that given by ^Ir. Stanford Jiondoii <>ii 
behalf of the Board of Inland Revenue,'* deserves special atten 
lion, as the subject ultimately proved to he the one about wliuh 
least agreement amongst the Commissioners was found. To this, 
however, more detailed reference is made below. The subject ol 
the i'‘25() exemption limit is perhaps most fully discussed in the 
evidence of Mr. Sidney Webb* and of Sir Ijeo Chiozza Money,’ 
whilst Professor Bowley gave useful evidence on the general prin- 
ciples which should determine the exemption limit. Other 
evidence of particular interest, given by witnesses who had no 


^ In connection with the assessment of American meat firms trading in this 
country, the opposition coming from two large English meat firms. ^ 

* More especially Q. 17,324 et seq., Q. 17,612 et seq., Q. 17,924 et seq.^ Q. 18,37- 
et 8cq. 

* Q. 10,419 et aeq, 

* Q. 10,636 pt 8p.q. 


« Q. fi,SlSet8eq. 
• Q. 6,601 eiaeq. 
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special axes to grind, was that of Professor Edgeworth* on the 
pure theory of taxation, and of Dr. J. C. Stamp® on a variety of 
topics, including double income tax and “control,” wife allowance, 
and the principle of graduation. Practical schemes for graduation 
were put forward by Mr. Schooling ® and Mr. Zorn.^ On this 
topic, as also on the subject of differentiation, special attention 
must be drawn to what may be described as the semi-otficia I 
evidence of the Association of Tax Surveying Officers.® The 
method of differentiating between earned and unearned income by 
means of a percentage deduction from earned income — the method 
ultimately recommended by the Commission - is suggested here 
in a modified form. Further, Sir E. V]. Nott-Bower,^ in cross- 
examining the representatives of the Association with n'gard to 
their scheme for graduation by means of a. series of ascending 
abatements, drew’ attention to a possible simplification of the 
scheme which provides the closest approximation to the “gradua- 
tion” recommendations in the Deport to be found anywhere in 
the seven instalments of evidence. 

Taken as a whole, the official evidence, together with tlie 
numerous statistical tables, memoranda, and historical notes put 
in by the official witnesses, |>rovides by far th(‘ most vnhiabh^ 
material for economists. The official evidence can roughly he 
divided into two classes : (/) that containing general information 
about the income ta.\ and suggestions for certain reforms that 
appear desirable in the o|)ini()n of the J3oar<l of Inland Devenue or 
of the Special Commissioners and (ii) that reviewing, or replying 
to, suggestions made by non-official witnesses, 'rhis si'cond class 
of evidence somelimes contains counter-suggestions by the Board. 
Some of the official evidence is very technical, as, fore\am]>Ie, that 
concerned with special reliefs from income tax introduced to meet 
war conditions," and with the assessment to income tax of tlu' 
profits of breweries.* On the other hand, much of the official 
evidence is of great general interest and full of valuable informa- 
tion. Mention may be made of Mr. Rojikiiis’s evidence on gra- 
duation and differentiation^ and various official memoranda’" on 
the same subject ; Mr. Spry’s evidence on the separate assessment 
of tlte incomes of husband and wife** ; Mr. IlarrisoTrs evidence on 
Double Income Tax,*® and on undistributed profits and the 
avoidance of super-tax *^; Mr. Sliarland’s evidence on Income Tax 

‘ Q. 11,783 et seq. * Q. 9,573 >'t t^eq. 

Q. 965 ct 8cq. * Q. 24.724 ntseq. 

' Q. 25,748 et scq. * QQ. 26,14346. 

’ Appendix, No. 50. * Appendix, No. 70. 

* Q. 3,066 ct 8cq. Appendices, Nos. 7<i, 76, 12, 13, 14, 49, 7J. 

** Q. 2,657 etseq. See also Appendix Id. Q. 6,297 rt scq. ^ Q. 14,320 rt scq. 



264 


THE ECONOMIC JOURNAL 


[JUNE 


charged under Schedules A and and Mr. Stanford London’s 
evidence on the Evasion of Income Tax.^ It is difficult to single 
out any particular official evidence as more interesting than other 
official evidence, as so much depends u|X)n the particular probleiiis 
with which the reader is concerned. Almost every topic raised hv 
non-official witnesses is dealt with in the official evidence, whetliei- 
it be the allowances for depreciation or wasting assets, the taxa- 
tion of Life Assiu'ancc Comi)anics or of “casual ])rofits,” the sim- 
plification of the forms of return, the principle of “one taxpayer- 
one assessment,*’ or the reform of the administration of the Tax. 
Official evidence provides a most useful supplement to nearly 
every section of the/ Report. 

Against the official evidence in general, it may be urged that it 
errs on the side of conservatism. This may be partly accounted for 
by the fact that people who have devoted the best years of their 
lives to administering a great undertaking arc hardly likely to 
welcome radical changes in the system to which they are accus- 
tomed. But it is probably accounted for to a greater extent by 
the sweeping character of the reliefs and nd'orms advoiaitcd by 
non-official witnesses. In the interests of the Jlevenuc it was 
absolutely essential to oppose many of these reliefs and reforms, 
as hardly any of tlio suggested alterations olTcred prospects of 
additional revenue, whilst many of them would have cost the 
Revenue targe sums. The representatives of the Tioard of Inland 
Revenue, realizing how great the nee<l for revenue is, had little la 
no option but to resist many of the proposals. Had the financial 
conditions of the country l)een better and had the alterations 
suggested been rather less numerous and less sweeping in charac - 
ter, they miglit have received more sympathetic eonsiderati"!. 
by the official witnesses. 

Whilst the Commissioners in the main have upheld the priie 
cipal contentions of the official witnesses — “our recommendations, 
though numerous and far-reaching, do not amount to a suggestion 
for any fundamental change in the nature of the tax” — tliey liave 
by no means accepted all the views and suggestions put forward 
on behalf of tlie Board of Inland Revenue. The central feature 
of the RefX)rt, the new scheme for graduation and differentiation, 
is certainly not based on suggestions contained in the official 
evidence. There are minor matters, too, on which the Com- 
missioners have not accepted the views of the Board, e.g. that 
allowance should be made to teachers to the extent of the Tax on 
X‘20 (as a maximum) for the cost of necessary books,® and that the 

* Q. 20,916 et aeq, ® Q. 12,376 et seq. 

^ Report, S 236 (a) and Appendix No. 63, § 6. 
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annual instalments repayable to Queen Anne’s Bounty in respect 
of loans granted to an incumbent’s predecessor for the purpose of 
the repair of the incumbent’s dwelling house should be allowed 
as an expense.’ 

Of the problems considered by the Commissioners, those con- 
cerning graduation, differentiation, exemption and allowances 
will no doubt excite the most general interest, as the proposals on 
these matters affect all sections of the community with an income 
of fl3f) and upwards. The suggestions of the Commission on 
these points provide solutions simultaneously for the excessive 
burden on the married man with family responsibilities and for 
tlie “jumps” in the income tax at certain jx)ints in the scale. 
These “jumps” were due (1) to increases in the rates applying to 
the whole income at .£500, .£1,000, £1,500, etc. ; (2) to the reduc- 
tion in, and ultimate disappearance of, the abatements at £400, 
£600 and £700 ; (3) to the cessation of the family, etc., allowances 
at £800 (or £1,000 in the case of more than two children), and 
(I) to the elimination of the “earned” rate at £2,500. 

The Commission recommend that all actual income shall 
be converted into assessable income by the deduction of one-tenth 
of the amount of the “earned” incoHie (subject to a maximum 
deduction of £200), much in the same way that rateable value 
is commonly calculated by deducting one-sixth from the rent, 
l^’lius, a professor with a salary of £500 will have an assessable 
income of £450, a cabinet minister with a salary of £5,000 an 
assessable income of £4,800. “Unearned” income — or “invest- 
ment ” income, as the Commissioners rechristen it— will rank with- 
out deduction as assessable income. From the assessable income, 
the proper abatements (or exemptions) and allowances are to be 
deducted — without regard to the size of the income — in order to 
ascertain the taxable income. The exemptions are to be £150 
in terms of “earned” income ( = £135 assessable income) in the 
case of single persons, and presumably in the case of widows and 
widowers, although there appears to be no definite statement on 
that point in the Report, and £250 in terms of “earned” income 
( = £225 assessable income) in the case of married couples. The 
allowances for children are to be £40 for the first child (the same 
as at present) and £30 for each subsequent child (an increase of 
£5), equivalent to £36 and £27 of assessable income. The house- 
keeper allowance of £50 and the dependent relative allowance of 
£25 are to remain. It is not very clear in the Report, but 
apparently they are to be converted into terms of assessable 


^ Report, § 236 (b) and Appendix No. 66, § 33. 
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income by the deduction of one-tenth, and are to apply to all in- 
comes, and not merely to those of £800 a year or under, as at 
present. The wife allowance, as such, disappears, being merged 
in the exemption allowed to a married couple. 

Taxable income, having been ascertained by the deduction of 
the proper exemptions and allowances, is to be charged at half the 
standard rate (or 3s.) on the first £225, and at full rate (or 6s.) on 
all the remainder. This really amounts to applying the super-tax 
principle of different rates for dilTerent zones of income, but with 
two important modifications : (1) TIutc are to be only two rates 
of income tax as against eight rates under the existing super-tax, 
a matter of great imjxirtance for the practical administration of 
the tax, and (2) whereas the amount of income in respect of which 
the siijw-tax rate is ‘ nil’ (the first £2,000 during 1019-20) is 
fixed, the amount of income in res|X5ct of which the income- 
tax rate is ‘ nil ’ will lx* variable, dejiending upon the family 
circumstances, etc., of the taxpayer. The new income-tax scale 
can be written as follows : — 

Assessable Income Kate 

111 respect of the first £135, or £225, or larger 

sum according to family circumstances ... nil 

In respect of next £225 3s. Od. 

In respect of remainder 6s. Od. 

The Commission is heartily to be congratulated on having 
found a method of eliminating the “jumps” and of simplifying 
the scale at the same time, without introducing some complex 
mathematical formula into the calculation of the tax liability. 

Attention may be drawn to two consequences of these various 
proposals, which may not be obvious at first sight. The 
concerns the allowances. In most cases, the actual relief in tax 
is considerably increased, although the allowances are more or less 
unchanged. Under the old scheme a married man with a wife 
and two children and a salary of £700 received a children 
allowance of £40 -f 25 = 65 in respect of the children, wliich 
reduced the total tax payable by 65 x 3s. = £9 15s. Od. Under the 
new scheme he receives a children allowance of £40 -f 30 -70, or 
of £63 in terms of assessable income, which, being deducted from 
assessable income before calculating tax liability, reduces the 
total tax payable by 63 x 6s. =£18 18s. Od. 

The same consideration holds good of the old abatement and 
wife allowance, as compared with the new exemption allowed to 
a married couple. The former, in the case of a man with £700 a 
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year, was i;70 + 50=^120, the latter is ^260. His saving in tax is 
increased from 120 x3s. = £18 Os. Od. to 225x68. = £67 10s. Od., 
i,e, it is nearly qiiadi’upled. Owdng to the change in the method of 
dealing with the allow’ances, etc., a much greater relief is granted 
to the man with family responsibilities than might appear at 
first sight. The excellent diagrams at the end of the Ke|X)rt 
show clearly how (1) single persons, (2) married couples without 
children, and (3) married couples with three children are affected 
by the i)roposals. I feel sure that all will agree that the addi- 
tional relief afforded to married couples without children, and more 
especially to married coui)les with children, is fully justified. 

The effects of the recommendations on the point just dealt 
with — viz., allowances, etc. — are distinctly more favourable than 
a. cursory examination of them might suggest. In regard to the 
other point, T am afraid the position is rather reversed — second 
thoughts on the nudhod employed to secure graduation reveal a 
drawback, as to the seriousness of which opinions may differ, but 
which to my mind is far from negligil)le. It is a problem which 
existed under the old sclieme -- tlie contrast between nominal 
rates of tax and effective rates of tax — but it is greatly magnified 
under the new scheme. An illustration will pcrha])s make the 
point clear. Under the old scheme a man, with a wife and two 
cliildren, w’ho had an earned income of t'570, was liable to a. 
nominal tax of 3s. in the £, hut, owing to abatements and 
allowances, he only ])aid X‘53 5s. Od., which on £570 is ecpiivalent 
to an effective rate of approximately Is. lO^d. If he saved £100 
and invested it at 6 per cent., he had to pay tax at 3s. 9d. in the 
I' on his interest, this reducing his net interest from £6 to 
£1 I7s. 6d. The effective rate on his w hole income of £576 w^ould 
be raised only very slightly, but that is not much consolation for 
paying the extra £1 2s. 6d. in respect of the additional £6 of in- 
come. Under the new scdieme a man with the same dependents 
and the same salary of £570 will also be liable to a nominal tax 
of 3s. in the £, but as he will only pay £33 15s. Od., his effective 
rale will he approximately Is. 2§d. ff he saves £100 and invests 
it at 6 per cent, he will have to ]>ay tax at 6s. in the £ on his 
interest, thus reducing the £6 to £4 Is. Od. The effective rate on 
the wdiole income w’ill still be in the region of Is. 3d., but that 
does not do away with the fact that for every addition to his in- 
come over £570 he will have to pay more than one-quarter of the 
increase in income tax. If I were paid £10 for doing some 
examining, I should receive £8 10s. Od. net under the old scheme ; 
under the new scheme I should receive only £7 6s. Od. net. It 
''’as put to Mr. Hopkins, in cross-examination, that it was the tax 
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on the last increment that aifected people and he replied “I think 
the super-taxpayer looks to a very large extent at the effective 
rate, that is the thing which matters in the end.” The difference 
between the nominal rate on the last increment and the effective 
rate on the wliole income was never so great in the case of super- 
taxpayers as will be the case with income-taxpayers under the 
new proposals. The difference between nominal rates and effec- 
tive rates has always existed in the case of many income-taxpayers, 
but it will now exist in a much aggravated form, and 1 cannot help 
regarding it as a drawback to the new scheme, as I very nuicli 
doubt if ordinary income-taxpayers do think in terms of effective 
rates, whatever the super-taxpayers may do. The Commissioners 
appear to recognise the difficulty to some extent by recommending " 
“that a statement of real effective rates of tax and of tax payable' 
on specified incomes in various circumstances should form part of, 
or accompany, all income tax notices, including notices to pay.” 
But, however comprehensive the statement is, it does not do away 
with the heavy burden of the tax on the last increment of income. 

To counteract the effect on higher incomes of granting the 
exemptions and allowances to all incomes, the Commisvsioners 
recommend that the super-tax exemption limit shall be lowered 
from £2,500 to £2,000, and that the super-tax rates shall be raised 
by, roughly, sixpence all round. Exemptions and allowances are 
not to apply in assessing income for super-tax purposes. 

The aggregation for income-tax purposes of the incomes of 
husbands and wives is to remain, hut, instead of the old arrange- 
ment by which a man and his wife could have their incomes 
treated separately in so far as the wife’s income was earned and 
the total joint income did not exceed .£500, the marriage exemp- 
fion of £250 is to be increased by £1 for every £1 of income 
earned by the wife, with a maximum exemption of £800. Tho 
allow’ance for life assurance premiums is slightly modified. 

In regard to the scope of the tax, further relief is recommended 
in the case of double income tax within the Empire, but double 
income tax as between this country and foreign countries is to 
remain unchanged. In future, how^ever, any relief granted to a- 
resident in the United Kingdom is to be granted equally to a 
British subject residing abroad. On the other hand, an effort is 
to be made to bring at least some “casual profits*’ within the 
orbit of the tax. 

The recommendations with regard to administration aim at 
simplification and the bringing of the law more into line with 
^ Q. 4321. * § 148. 
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existing practice. The duties of the General Commissioners and 
of the Additional Commissioners will be curtailed and the office 
of Assessor will be abolished, and, instead, more of the work will 
be concentrated in the hands of the Inspectors of Taxes — bettor 
known by their old name of Surveyors of Taxes. The evidence 
clearly shows that the bulk of the work to be transferred legally 
to them is already actually being done by these officials, so that 
the changes proposed in this matter are more nominal than real. 

Certain important rearrangements in Schedules A, B, D, and 
]*i arc recommended. Profits arising from railways, mines, gas- 
works, etc., are to be transferred from Schedule A to Schedule D, 
so that in future only the income from properties in respect of 
which the rental value is treated as tlu' annual value will remain 
in Schedule A. The Commission would like to transfer all profits 
arising from the occupation of land from Schedule B, with its 
conventional basis of assessment, to Schedule D, but, for the 
moment, owing to the difficulties concerning the furnishing of 
accounts by farmers and the increased work which would be 
thrown on the administration by tlie change, a beginning is to be 
made by transferring to Schedule D all farms exceeding <£300 in 
annual value and farms devoted to producing s[>ec*ial crops, such 
as hops, or specially devoted to the breeding of pedigree stock. 
All employments now assessable under Schedule ]> are to b(» 
transferred to Schedule E, where the basis of assessment will 
remain tlie reimmcration of the employee for tlie current year. 
Tn the case of the modified Schedule D, the preceding year’s 
])rofits are to be taken a.s the basis of the liability, instead of the 
average of the three preceding years, as lias commonly been the 
case up to now. 

The Commissioners make numerous recommendations on a 
variety of special matters* such as the taxation of local authorities, 
the taxation of life assurance companies, ami tlio ]>revention of 
evasion, to which want of space forbids detailed reference. There 
remains, however, one matter whicli must be discussed, namely, 
the taxation of co-operative societies. This subject gave rise to 
considerable differences of opinion amongst the Commissioners, 
thirteen supporting the Becommendations in the Heport, whilst 
nine are op^xiscd to them. 

At present co-operative societies are liable to income tax under 
Schedule A in res|^ct of land and buildings they own, and under 
Schedule B in respect of lands they occupy, but they are 
exempt under Schedules C and D. ifembers arc not liable in 
respect of “dividends” on purchases, but are liable in respect of 
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interest on share and loan capital, but, by arrangement with tbo 
Board of Inland Kevenue, the societies do not deduct tax on the 
interest they pay. The Beport takes the view that the amount 
of the annual surplus refunded to members in the form of “divi- 
dends” on purchases is not ])rotit liable to tax, but recommends 
that any part of the net proceeds which is not actually returned 
to members as “dividend” or “discount” is a profit that should 
be charged to income tax. ^riius sums put to reserve as well as 
sums employed for ])aying interest on share and loan capital 
would be liable to (ax. The rommissioners further recommend 
that the income derived from invested reserves should, irrespective 
of the particular mode of investment, be subject to tax. This 
amounts to removing the exemption \mdcr Schcdides C and lb 
A co- 0 ])erative so<*iety would thus be treated ('xactly as a limited 
liability company trading in similar circumstances and under 
similar conditions. 

The chief reservation, which holds that no part of the sur|)lus 
of a co-operative society which arises from transactions with its 
own members is pro|)orly assessable to income tax, is signed by 
Air. Bowerman, Afr. Bra<*e, Sir E. Nuti-Bowor, Sir N. V. Warren 
Fisher, Air. Afay, Air. Graham, and Professor l^igou. Two ])r<)- 
j)ositions are put forward : G) That mutual trade, when a group 
of persons club together for a joint undertaking, cannot give ris(‘ 
to any profit; and (2) income tax is a lax tipon the incomes or 
profits of individuals, and, though for convenience it is assessed 
upon corporations in whicli they hold i?iteresls, the amount of it 
is always adjusted to the income, not of the corporation, hut 
the ijidividual shareholders. 

it may be noted that the first proposition relates to “profits.’ 
the second to “incomes ” or “])rofits.” it is obvious that all 
“income” is not necessarily exain])le, a ]an- 

fessor's salary, an<l it is (juit(‘. conceivable that, although no 
“profits” may arise from mutual trading, “income” may arise* 
from it. Take the case of a self-sup|)orting village commuiiily 
ill the Middle Ages. That was certainly a form of mutual enter- 
prise, in connection with which veiy possilily no member made 
“profit,” but it seems quite clear that this mutual trading must 
have given rise to “incomes,” as the members of the communi- 
ties would very soon have exhausted their capital had they livt'.d 
on that. So, presumably, they must liave lived on “incomes” 
arising from their mutual enterprise, though it might be far from 
easy to obtain an accurate measure of those incomes. Dr. Stamp 
and Mr. McLintock, in their reservation, which supports the 
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general recommendations of tlie Re|xjrt, distinguish between 
degrees of mutuality, and suggest that, as the mutual group grows 
bigger, the element of mutuality becomes more and more diluted 
and the business element becomes more and more predominant. 
Consequently, a ])oint must be reacb(‘d whore “mutuality” must 
be abandoned as a groun<l for exemption. Income emerges whk*h 
should be taxed; they hold that the true figure is iruletcrminate, 
but that the Recommendations of the Report ])rovide a rough 
and ready rule for ascertaining the taxable income. 

With ri‘gard to the second propo.sition in the chief reservation 
— that income tax is a tax oti individuals and not upon corjxjra- 
tions — I find it diHiciilt to reconcile this view with the fact that 
innnicij)al corporations and other local authorities are liable to 
income tax, under varkuis headings, without any question of the 
amount of the lax being adjusted to the incomes of tin* individual 
ratepayers. 

All the Commissiuners appear to be more or less agreed that 
that i>()rtion of the surplus of a co-oixnative society which is 
nd'iinded to members as “dividends” on their purchases is not 
taxable income. Thus the chief claim ])ut forward by llie laivate 
tiiwlers is definitely rejecr<»d. With regard to the Hi'commenda- 
tions, the IU^j)()rt states : “ W'r believe that tlu're will be very liltit* 
(lilTerenco between (he liability of co-(>}>erative soci(Ui(*s under piir 
pro|X)sals and under the existing legal position.” 'Fliis is pre- 
sumably because, once the po.sition of co-opeiativi' societies were 
assimilated to that of limited liability companies, the ])res(‘nt tax 
payments under Scliediiies A and R would be available as a set-olf 
against the liability on their taxable incomes as defined in the 
Ivecommendations. However interesting the question of the 
“profit” and “income” arising from mutual trading may he from 
an economic point of view, one cannot lielp feeling that the pro- 
posals and counter-proj)osjils concerning co-operative societies 
contained in the Report and the Reservations are receiving far 
more public attention than their importance, from a revenue 
point of view, merits. 

All economists owe a tleht of gratitude to the (Commissioners 
for the valuable piece of work which they have i)erfonned ; but 
the chief testimony to the achiovemont of the (Commission will 
always remain the faet that the (chancellor of the Exchequer and 
his exf^ert advisers have promptly accepted all, or nearly all, of 
the Recommendations. Some have already been incor])orated in 
the Finance Bill, and others are to be embodied in a new Income 
Tax Bill. The labours of but few Hoyal rommissions bear fruit 
so fully. Douol.\s Kxoop 
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Conditions of Employment of Dock Laboitr 

Report by a Court of Inquiry Cotwerning Tramport Workers — 
Wages and Conditions of Employ yyicnt of Dock Labour, 
(55 of 1920. Price 3rf.) 

Tills inquiry, the first conducted under tlie Industrial Courts 
Act of 191.9, has an iin|)ortance of the same quality as had the 
Coal Commission, and in the end it may affect the wages of as 
many workers. In both eases, the whole circumstances of an 
industry were examined in public with a view, not of arriving at 
a decision binding on the parties directly concerned, but at in- 
forming public opinion, which in the Dockers’ Inquiry was called 
the Higher Court to which appeal was made. ^Vhe Dockers* 
Inquiry was conducted with the seemliness and part of the 
restraint proper to the Ijaw (V)urts in which it was held ; only 
accredited counsel and the Chairman took part in the examination 
of witnesses,^ and the other members of the Court neither gave 
evidence nor took overt jiart in the proceedings. This ])ro(‘ediiri‘ 
had the disadvantage that witnesses (though sworn to speak tla* 
whole truth) were limited to answering (juestions put by counsel 
or the C’ourt, with such digressions as the Court allowed, and w(‘rc 
unable to put forward a reasoned argument as is customary l)(‘fon' 
Royal C’ommissions. 

The Court was asked to report on ten pro[X)sals, relating to tlie 
establishment of minimum wages, regulation and payment of 
overtime, etc. In fact, they reported only on the first jiroposal 
(minimum wage of l(5s. j)er day), recommended the establislmitMil 
of a scheme of Whiiley councils for the settlement of the olhn 
claims, and made recommendations (held to be necessary in coj» 
nection with a minimum wage) for tlie decasualisation of .loi l. 
labour. In the body of the re|X)rt many pa?’agra[)hs are devoted 
to the question of output and time-keeping. 

The gist of the Inquiry and of the Deport was the determina- 
tion of the amount of the minimum wage, granted that its 
establishment was practicable and desirable. The dockers asked 
for a minimum of l().s*. a day, that is 88.9. for the recognised dl 
hours week (5.^ days of 8 hours). In Ijondon, prior to the war, 
the lowest rate of pay u as 6s. 3d. for a nine hours day, and at the 
date of inquiry was lls. 8d. for eight hours. The method of 
determining the minimum was novel ; in effect most of the factors 
pre-war rate, increase in cost of living, rates obtained in other 

* Other members of the Court put a few questions through the Chairman. 
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industries, previous official awards — which have generally 
dominated wage decisions, were held to be irrelevant; and an 
attempt w^as made to decide de novo from first principles the sum 
that ought to be fixed. The difficulty of this procedure may be 
seen by reading carefully two “questions” put by the Chairman 
to Sir Leo Money ' : — “As I understand, what you and this Court 
arc asked to do is to consider what would be a fair standard of 
living, taking things as they are, and seeing what would be not a 
mere poverty-line standard but a standard of living which would 
recognise the citizensliip of the worker — I will put it in that way ; 
you know what I mean. . . .” 

“I may put the two questions to you thus : Ihe cost of living, 
in the ordinary sociological and statistical sense, means the expense 
that a family would be put to in providing itself with accommo- 
dation, sustenance and all the other elements of common 
life. ...” 

No wonder that diverse estimates were given of the cost of a 
standard described as in the first of these questions. Sir Leo Money 
put it at £5 i]s. Mr. Bevin (for the dockers) ])iit it at j£6, in spite 
(jf the 8s. in the proposal. Sir Tjynden Macassey (for the 
employers) estimated £3 .175, for London. 

In a matter of such far-reaching ini|X)rtance, it might have 
been exj)ected that in the Eeiiort would be found at least a careful 
statement of the reasons that led to the award of 165. a day. It 
is in vain that the reader will turn through the discursive 
paragraphs to find any arguments which lead to a numerical deci- 
sion. The Court “approved ” of the view^ that “by the right to a 
better standanl of living is not meant a right to have merely a 
subsistence allowance • . . , but a right to have life ordered upon 
a higher standard, with full regard to those comforts and 
decencies which are promotive of bettc*r habits, which give a 
chance for the development of a greater sense of self-respect, and 
which betoken a higher regard for the j)lace occupied by these 
workers in the scheme of citizenship.” Implicitly then, the Court 
recognised a better standard of living as a right, not merely as an 
ideal. A little further on reference is made to the ravages of war 
and the folly of basing “calculations ui)on the footing of a quick 
leturn to easier conditions.” Then the l\e|K)rt deals with quite 
different subjects without any attempt to show how a higher 
standard of living is compatible with more difficult conditions of 
production. There follows a discussion of the uncertainty of the 

^ From tho official shorthand notes. Tho evidence has been or is to be 

published. 
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receipt of a fyll week's wages, of the method of increasing output, 
of better organisation of employment and management, and of the 
competition of foreign jx)rts. Then abruptly w^e reach the 
dominant paragraph of the Report, wdiich must be quoted in 
extemo. “To a trade thus situated, it does seem a strong demand 
that a claim for a day should be made on the part of labour ; 
but to labour, situated as described, it seems a natural and just 
thing to demand that its conditions should be made to square with 
the circumstances and the pressing and vital needs of the hour as 
already described. After much consideration, the (’ourt has come 
to the opinion that the claim of 16^^. per day should be conceded, 
on the footing that the hopes lield out on behalf of the men of 
increased output shall not be. frustrated; that on this footing jhe 
claim is supix)rted by justice, and shoukl be granted, as it is now 
recommended by this (lourt, with a broad a]qxNil to the honour of 
the men.” 

Tn a minority report, ohjection is taken both to the ])roposal 
to establish a national minimum rate and to tlie amount at which 
it is proposed this rate should be fixed. Tt is ix)inted out that 
railway porters (whose work is similar to the l(‘ss heavy tasks of 
the dockers) get only Cl5, for 48 hours. It is argued that there 
will he a general claim among unskilled labourers for 2.9. an hour, 
and that artisans will demand an increase to restore their relative 
position. 

Since the issue of the Report, the Port authorities, without 
waiting for any clear vtu-dict from the “Higher Court of Puhlic 
Opinion,” have given effect to the recommendation of the lt>.9. 
minimum, and the other proposals appear to he in fair way of 
realization. 

There seems to be a r(‘asonable expectation that a cousidcTnhu’ 
improvement will be effected in the conditions of dock lahoiirer . 
and that the traditional struggle for a few hours' work at li>\v 
rates of pay by the dendicts and failures from other occupations 
will be only a memory of the past. This will be a great and 
notable achievement. Rut whether it is possible that unskilled 
wages at tin* level in purcJiasing power i‘epresented i)y 88.9. a 
week in March, 1920, with the higher wages for artisans that cor- 
respond to this sum, can be maintained in the large towns of this 
country in the short working week now established, is a question 
which the Court did not cojisider, and few persons acquainted with 
the existing economic situation will answer it in the affirmative. 

Readers of the I^conomic Journal may well regret that a 
Court of such importance should have given its award without 



1920] 


CURRENT TOPICS 


275 


any apparent regard to the ct-ononiie juinciples hy vvhieh tlie 
iiiaxiimirn height of wages in general jnnst ultimately be limited. 

A. Ji. Bowlpv 


Current Tones 

The Annual Meeting of the Koval Economic Society was 
held at the Surveyors’ Institution on Wednesday, May 19th. 
The Council and Olhcers for the current year were appointed as 
set forth on the cover of this issue of the Journal, and the 
Accounts of the Society for the past year, which had been already 
circulated to all members, were duly approved. Mr. H. 1). Hen- 
derson and AFr. K. (1. llawtrey were ap^Kunted Auditors of the 
Accounts for the current year. The (.’hair was taken by the 
President of the Society, Viscount Haldane, and the Society was 
addressed prior to the transaction of the formal business by Mr. 
(dynes. This address on the subject of Pood Control in War and 
IVace, for which mem])ers of the Society present expressed their 
great gratitude to Mr. Clynes, is printed as the first article in this 
issue of the Journal. The paper was followed by a brief dis- 
cussion ill which part was taken by Professor Bowley, Mr. J. ^f. 
Kevnes and Lord Haldane. 


The following have been elecled to membeiship of (he Koval 
l-’conomic Society : — 


Arnott, 1). (life) 

Kanco de Chile, London 
Beohar, II. D. 

Bhatnagar, Ihof . B. C . 
Blanco, A. K. 11. 
Boddington, A. L. 

Borah, A. 

Bose, S. C. (life) 

Burnet, Th (life) 
Cartwright, C. 

Commercial Banking Com- 
pany of Sydney I Ad. 
Comstock, Miss A. 

Devlin, J. E. 

Devine, E. T. (life) 
Doherty, V. 

Dorr, J. V. N. 

No, 118.— VOL. XXX. 


Duboy, D. R. 

Edwards, K. E. (life) 
Eidlit/., O. Af. (life) 
Einzig, P. 

Falk, Erling. 

Eraser, (EC. (life) 
Ghatalah, AI. H. P. (life) 
Gibson, T. 

(iooby, A. H. 

Graul, I. 

(Been, L. B. 

Gupta, A. P. 

Hamilton, A. 

Hardman, J. 

Harris, E. B. 

Haslam, W. H. 

Hawtrey, K. G. 


U 
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Hongkong and Shanghai 
Banking Corporation. 
James, P. W. 

Kanshala, E. S. 

Lund, Fin (life) 

Macafee & Company Ltd. 
Macphail, J. D. 
McWilliam, Mrs. E. 
Majumdar, J. N. (life) 
Meyer, R., Jnr. (life) 
Murphy, W. 

Niyogi, J. P. (life) 
Olliver, G. H. 

Paterson, Rev. A. N. 
Peace, E. 


Picken, A. 

Rav, U. S. 

Romanes, J. H. (life). 
Scaly, E. D. 

Smith, V. C. 

Solfleet, G. 

Sondhi, Prof. G. D. (life). 
Sydenham, J. 

Tarrant, E. P. 

Tayler, J. B. 

The Mitsubishi Bank Ltd. 
The Yokohama Specie Bank 
Ltd. 

Union Bank of Canada. 
Williamson, W. J. (life). 


The Statistiske Centralbyraa, Kristiania, has been admitted to 
library membership. 


We are informed that it has been decided to raise a 
memorial to the late Charles B(X)tli, formerly a Vice-Presi- 
dent of the Royal Economic Society, who died in November, 
1916. Charles Booth was born in liiverpool, and lived there for 
a large part of his life, an interesting part of his work of investiga- 
tion having been conducted there. Liverpool is still the head- 
quarters of the great businesses founded by him and his brotlier 
Alfred. It has been thought right, therefore, that a memorial 
to him should take the form of an endowment of some object 
in connection with Liverpool University. The Council of that 
University have pledged themselves that in the event of a sum 
of money being handed to the University sufficient to eiulo\\ a 
Chair for their Social Studies School, they will call it “The 
Charles Booth Chair.” For such an endowment those connected 
with the appeal think it necessary to raise ±‘50,000. Donations, 
which may be spread over three years, may be sent to the Bank 
of Ijiverpool and Martins, Water Street, Liverj)ool. Any com- 
munication relating to the profX)sed memorial should be for- 
warded to Mr. Jesse Argyle, Stanfield House, High Street, Hamp- 
stead, N.W.3, who is acting as Secretary to the Memorial. 


On February 23rd, 1920, Professor Jiarl Mengcr celebrated lii^^ 
eightieth birthday. The occasion was utilised by many univer- 
sities and learned bodies to shower honours on the venerable 
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economist, whose personality is as winning as ever, and who de- 
serves well of economists all the world over. He has been rightly 
termed the “ Father ’* of the Austrian school, which lays great stress 
on psychological analysis. His marginal theory of value has met 
with widespread acceptance, and his use-theory of interest is 
regarded with respect. As far back as fifty years ago Menger 
elaborated his particular contributions to economic science in a 
hook that has w^on fame in the Old and the New World — Grund- 
slitze (let VollxSwirischajtMehre. It is interesting to recall that 
this volume was published in the same year as .Tevons’ Theory. 
Dr. Marshall brackets Menger with Jevons as “mathematical in 
tone” at least (note to ]). 149 of the first edition of the Principles) 
and also as a <*ritic of the classical doctrine of value in relation 
to cost. Menger has been fortunate in his colleagues and his 
disciples. Among the former may be included men of the fame 
of J. r>. Clark, Pierson, and (lide, all of wdiom have endorsed 
his main theories; among the latter the best known is perhaps 
Philip])ovich, who has done much to spread Monger’s theories 
among German-speaking students by enunciating them in his 
I’ornarkable text-book. 

A New Zealand correspondent writes : — 

“Now Zealand is in the midst of a land boom and prices are 
soaring. As in Britain, the housing difficulty is acute, and here 
the action of tlio Oovernment in lending sums up to about £1,000 
tf) returned soldiers in order to buy houses has started an almost 
ludicrous boom in real estate. The Dominion lias made a great 
deal of money from the war, and, though the cost of living is 
high, the prosiierity of all classes is everywhere apparent. With 
food so much cheaper the cost of living is- probably the same as 
ill England, perhaps a little less; but wages are high, and unem- 
ployment is practically non-existent. Minimum rates of wages 
as fixed by the Arbitration Court are of the order of Is. 6d. per 
hour for labourers and 2s. ])er hour for skilled w^orkers ; but the 
actual wage carpenters arc getting now is more like 2s. Cxi., 
plumbers 3s. per hour, and the gutter-sweepers are paid by the 
City Council 14s. per day. I suppose this will keep up as long 
as the demand for our products remains insistent ; but one dreads 
credit smash, wdiich will be all the worse because of our land 
^]H‘culation.” 


The institution of Commerce Degrees by the University of 
Eoudon has led to the extension of the Tiondon School of Econo- 

u 2 



278 


THE ECONOMIC JOURNAL 


[JUNE, 1920 


mica by the addition of a new wing. The King laid the founda- 
tion-stone of the new building on May 29th. In the course of a 
felicitous address his Majesty remarked : “Three centuries ago 
Francis Bacon had censured the universities of his own age as 
the homes of ignorant dogma and sterile disputation. The bad 
and narrow tradition whieli was then attached has long since 
<lisapj)eared, and the circle of academic studies has been steadily 
enlarged . . . without injury to the claims of a broad and humane 
education. “ There were deposited under the foundation-stone w 
set of coins of the 1020 currency and a copy of Professor Cannan’s 
Wealth . It was thereby intended, no doubt, to express the truths 
that commerce is founded on sound money and right theory. 


We regret to announce the death at Munich of Professor Max 
Weber, at the age of 56. 



RECENT PERIODICALS AND NEW BOOKS 

Journal of the Royal Statistical Society. 

March, 1920. The Organisation of I mperial Statistics. C. H. Kxihbs. 
The Commonwealth statisticians design an imperial Statistical 
Bureau and other improvements. The Food Supply of Ger- 
many dunyig the War. E. M. Starling. The average (ler- 
man received less than two-thirds, a bachelor only half of the 
amount necessary for health and efficiency. “ Three years on 
a diet insufficient as to quantity and ([iiality, indigestible, 
tasteless, and monotonous has had a marked elfect on the 
vitality of the urban population.” Frequency Distributions 
icith Multiple Happenings. Major Greenwood and G. Udny 
Yule. Poisson’s Series (for small probabilities) is considered 
and improved, with special reference to repeattal accidents or 
attacks of disease. Density and Death-rate. J. Brownlee. 
Farr’s law that the death-rate was proportioned to the eighth 
root of the density of [lopulation is justified by more exact 
statistics, which show proportion to the tenth root. 

Quarterly Review. 

April, 1920. The Kconomics of the Peace. A criticism of Mr. 
Keynes’ hook. .4 National Ijidustrial Council. C. E. Fayle. 

The Edinburgh Review. 

April, 1920. The Government and Wages. Discon- 

tent in Industry. Sir Lynden Macassey. ’I’lic report of the 
Industrial Conference [Cmd. 501], and the Declaration of the 
Supreme Council of the League of Nations (8th March, 1920) 
suggest the enquiry “ whether there is anything in the obsession 
of so many workmen that the capitalist can he eliminated from 
industry. ” 

The Nineteenth Century. 

May, 1920. Where is Labour Going} Victor Fisher. Sneuted 
Home Workers. S. K. Phelps. 

The Quarterly Journal of P^rononiies (Cambridge, Mass.). 

February, 1920. The Present Condition of Economic Uistovy. 
N. B. Gras. The Cost of Living for Working Women. Dorothy 
Douglas. A criticism of current themes. Prof. Taussig (in tlu* 
Quarterly Journal^ of May, 1916) should have assigned to the 
working daughter at home part of the upkeep of the house- 
keeping mother. To base the woman’s minimum, like the 



280 


THE ECONOMIC JOURNAL 


[JUNE 


man’s {Monthly Labour RevieiVy Nov., 1918), on the obliga- 
tion to support dependents is absurd. The cost of living of a 
woman “ adrift ” is reckoned to be (in Philadelphia, 1919) |9.05. 
The corresponding expenses of the woman at home would bt‘ 
about $7*8; but to this “ the daughter’s share of the mother’s 
expenses ” should be added. Railroad Valuation by the Inter- 
state Commerce Commission. II. Homer B. Vanderrluj:. 
What is Rural Economics. John Ivk. The Government and the 
NewS’print ' Paper Manufacturers. E. 0. Merchant. 
results of price-fixing hardly compensate its expensiveness. 
The Scope and Nature of the Labour Turnover Problem. S. 11. 
SnicHTER. The concepts of “ separation rate ” and “ replace- 
ment rate ” are balanced. The Separation of Rail way Co.sf.^i 
between Freight and Passengers. J. H. Parmmlke. 

The American Fjconomic Rericir (Cambridge, Mass.). 

March, 1920. The Nature of our Economic Problem. IIknuv P>. 
Gardner. American Experience with Worlxmen's Compensa- 
tion. Willard C. Fisher. A Nem York Experiment in liusi- 
ness Co-operation. E. J. Clapp. Call Rates and the Federal 
Reserves Board. J. T). Magee. The maximum of call rates 
in 1919 was 30 per cent., not entirely due to the “ warnings ” 
of the Board. A 15 per cent, call rate Inis not discouragc*iI 
speculation. The Progress of State income taxation .since 1011. 
H. Tj. Lutry. Reciprocal or Inter-Insurance Against Los.s hg 
Fire. J. A. Fitzgerald. 

Journal of Political Economy (Chicago'). 

January, 1920. The Regulations of Rentals During the Period. 
E. L. SciiAUB. Who Paid for the War? Jacob Vinek. defer- 
ring to Prof, Davenport’s article (in the Economic Reriew ffw 
March, 1919) that Labour has already paid the main cost of 
the war (to America) and wull pay it over again. 

March, 1020. Will Agricultural Prices Fall? E. G. Norusr.. .V 
relatively low'' price level for agricultural products, c()in])ai'n!)’< 
with that of latter part of the nineteenth century, is rmtieipMti i 
from the exploitation of new’ lands and improvements in tei’li 
nique. Causes of, and Antidote for, Industrial Unrest. ir(»n.\‘ i 
B. Drury. “ The people of America will not be satisfied umHI 
the whole of the gigantii! new' machinery of prodiadinn has hceii 
made subservient to the public interest, and until the anoniMlv 
of great industries manipulated in the interests of a few bus 
been cleared up." Proprietors' Salaries. W. A. P.\ton. 
Referring to the Revenue Act of 1918. 

April. Railroad Valuation as a Working Tool. J. M. Clauk. 
The Illinois Blue Sky Law. J. Waterhouse Angell. An 
appreciation of the new American effort to solve the problem of 
fraud in the handling of securities. An Appraisal of Carvers 
Economics. H. G. Moulton. The work reviewed in the 
Economic Journal, Vol. XXIX (1919), is rather appraised than 
praised. Economic Implications in the Psychological Theory 
of Interest. H. D. Kitson. The Kansas Court of Industrial 
Relations. W. E. Atkins. 
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The Review of Economic Statistics (Cambridge, Mass.). 

April, 1920. This number contains, besides the usual monthly 
survey of general business conditions — in the light of the 
“ index " and certain “ series " — a summary of an article pub- 
lished in full as an appendix to the April number, on “ The 
Future of our (American) Foreign IVade.” The total capital 
invested abroad is $12,000,000,000. But interest on this, 
owing to the funding arrangements with the Allies, will not 
immediately affect the balance of trade, wdiich will probably 
continue to show an excess of imports for some years. 

L'Egypte Contemporainc (Cairo). 

XoVKMiJKR, 1010. Statistics as an Tfistrumeui of Business Efficiency . 
Dr. I. G. L£vi. An address to the Fjgyptian Higher School 
of Commerce on the utility of statistics. The author, who is 
Acting Controller of the Statistical and Census Department in 
urges the necessity for the teaching of statistics in the 
secondary and higher technical schools. 

March, 1020. Draft Laws for Reconstituting the Mixed Courts. 
A first instalment of the proposals of the Milner Commission. 

Journal des Erouomisics (Paris). 

January, 1020. Lc Marche financier en 1010. A. Baffalovicii . 
Obligations emis par le Credit National. A. Barriol et I. 
Brociin. Liquidation des hiens et des Soeictes ennemis par 
le traite dc Versailles. S. Tchernokf. 

February. Tine Journce au Parliametit Britannique. W. M. J. 
Williams. The 1st December was remarkable for, inter alia, 
the rejection of Mr. Bottomley’s scheme for lottery bonds. 
I/Etat et lc Monopole des Assurances. C. de Nouyion. 

Revue d' Economic Politique (Paris). 

January-February, 1020. Lc Salaire minimum dans Vagriculture 
de VAngletcrre et du Pays de Gallcs. Acland. Esquissc d*une 
Conception et d'une ordonnnncr Ecicntifique de V Economic. C. 
Bodin. Le “ Bullion Report Anglais de 1810. A. Mawas. 
Not based on Prof. Caiman’s study. La Socialisation des 
Mines en Allcmagne. Le Normand. New administrative 
organs, but not a catastrophic change, are expected. 

March-April, 1020. Le Regime Monetaire du Maroc ct la Crise du 
Nassani. J. Loriot. Tlic Moroccan silver currency of Nas- 
sani has been affected by the rise in the value of silver. Notes 
d’urbanisme. G. Kisler. On town-planning. Conception ct 
Ordonnance Scientifiques dr V Economic. C. Bodin. First prin- 
ciples. La Question du Change vue dc Suisse. J. Moret. La 
Reforme Beige. B. S. Chlepner. A continuation of the series 
Re forme 8 Financieres. 

Scientia (Bologna). 

April, 1920. Les Perspectives du Capitalismc. H. Cahn. 
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Gionialc chgli Ecommisii (Rome). 

February, 1920. La soluzionc del prohlemi finanziarii dopo Jo 
guerra nella Ictteratura italiana. B. Griziotti. La ieoria di 
Ricardo sui diversi effetti del prestito e dclV imposta. G. 
Sknsini. 

March. Lo Studio Scientifico del jenomcni finanziarii. (j. Buu- 
GATTA. Studi e previfiwni aullc Vciriiizi())ii del prezzl 0. AI. 

Riforma Sodalc (Turin). 

Jaxuary-Foruarv, 1920. La Nuova Opera di Alfredo MarshaJI, 
Aciiille Loria. An enthusiastic tribute to the author of Indus- 
try and Trade. A few unimportant criticisms are not incon- 
sistent with “ unboimcled admiration " for the author and tlic 
book. “ Scientific in the hif»hest and most genuine sense of tlie 
term, soaring al) 0 ve the low walks of political rivalries in the 
regions of pure thought, he [Marshall] brings to the investiga- 
tion of the most difficult social problems that unclouded 
(immaculcta) and exalted serenity which is the divine gift of 
the wise.’* 

Urristn Naeional de Economia (^radrid). 

Nos. 20 and 21, 1019. Quesdones qne plantea la Baja del Canihio 
iiiternarional. Chkistoral Masso. Concfresao Naeional de hi- 
gencria. Josi': Bores. Tju Ohra Financiera del Sr. BugalhiL 
E. Luis Andre. Viscaya y A7n erica. Julio de Lazustegiu. 
The economic relation.s between Visca}^! and America are traced 
from early times. 


NEW BOOKS 


English. 

Beveridge (Sir William), K.C.B. The Tublic Service in War find 
Peace. JiOndon; Constable. 1020. Pp. 03. 2.s\ 

[.A looture doliverod nt the London Echool of Kcouoinics, dealing vitli tli< 
alleged prin(;i])ul vices of Iho Civil Service and with siigge.sted reforms. ) 

Bowley (A. Tj.). The Change in the Distribution of the Nation, d 
Income, 1880-1913. Oxford: Clarendon Press. 2s. 
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A LEVY ON CAPITAL 
Italian Law and its Prkcedents. 

Summary, 

1. The various points of view from which a levy on capital 
may be considered, viz., economic, social and political. The levy 
on capital proposed in Italy for political purposes and abandoned 
on account of economic difficulties. 

2. The opinion of Italian experts- politicians and officials 
nlmost unanimously adverse to a levy on capital. 

3. The advantages and disadvantages of a levy on capital. 

4. The ultimate object of the Government in suggesting a 
levy on capital and the tasks entrusted to the Advisory Commis- 
sion and the Technical Committee. 

5. The general principles of the Technical Committee's 
scheme for a levy on capital and a tax on increases of wealth 
arising from the war. 

6. The export ot capital abroad and the ceasing import of 
capital from other countries. 

7. Transitory nature of the actual values of various categories 
of capital. 

8. The impossibility of carrying out with celerity a valuation 
of wealth. 

9. The dissatisfaction of holders of bearer securities. 

10. The anticipated necessity of realisations on a large scale 
and the apprehended disorganisation of economic life. 

11. The simplifications made possible and the exemptions 
^■endered opportune by transforming the levy on capital into a 
thirty-year tax on wealth. 

12. The abandonment of a forced loan and the issue of a new 
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voluntary loan. The new scale of contributions and the abolition 
of deductions. 

13. The assessment of the tax on increases of wealth. 

14. Conclusion. 


1. The discrepancies in the final judgments arrived at con- 
cerning the expediency or otherwise of the imjwsition of a levy 
on capital arc attributable, in my opinion, only in part to the 
varying degree of importance attached to its undeniable advan- 
tages and to its equally incontrovertible disadvantages, but arc 
due to a greater extent, perhaps, to the different points of view 
from which the levy on capital is regarded. 

The levy on capital can indeed be regarded from an economic 
standpoint when it is conceived as a measure best adapted to 
extricate the State from its financial embarrassments with the 
least possible detriment to the national economic system. It is 
precisely from this aspect that the levy on capital is generally 
considered and discussed by students of economy and finance. 
And it is principally, if not exclusively, from this aspect that it 
has been examined and rejected by the Parliaments of h'rance 
and England. 

But the levy can also be regarded from a socAal stand- 
point as a means for the expeditious adjustment of fortunes 
rendered unduly disproj:x)rtionate by the effects of the v'ar or by 
the previous system of accumulation under the rigime of 
capitalism. Regarded from this point of view, it is a secondary 
consideration whether or no it becomes temporarily detrimental 
to the national economic system. It is precisely from this stand- 
point that the levy on capital was considered and imposed by tlic 
Bolshevik Russian Government. 

Finally, the levy on capital may be regarded from a poliiiral 
standpoint, whether it be considered, on the part of a doiVatefl 
nation, as a means of speedily realising an indemnity in order lo 
pay the victors and thus achieve emancipation from an irksome 
economic burden, or whether it presents itself as a precaution 
likely to placate the dissatisfied and to curry favour with the 
poorer classes, and, as it were, an insurance premium on the 
part of the capitalist classes against revolutionary movements and 
a more drastic confiscation of wealth. 

l\jlitical arguments of the first typo were adduced in favour 
of the levy on capital in France after the defeat of 1870; and 
similarly to-day, although they may not constitute the sole 
stimulus, they lend strong support to the proposal for imposing 
a levy in Germany. 



1930 ] 


A L^VY ON CAPITAL 


289 


Political arguments of the second type were certainly decisive 
in causing the inclusion of the capital levy in the programme 
which the Nitti Ministry submitted to the Chamber of Deputies 
in July, 1919. 

The responsible members of the Government had not at that 
time sufficiently pondered the economic importance of the 
measure in question. Only by degrees, after conferring witli 
experts and being obliged to reply to protests raised by the more 
seriously affected interests did they fully appreciate its difficulties 
and disadvantages. Finally, after protracted indecision, the levy 
on capital was abandoned. What is imposed by the Royal Decree 
of November 24th, 1919, referring to the extraordinary tax on 
property,^ is not really a levy on capital, but an ordinary tax on 
wealth, limited to a period of thirty years. 

2. Italian students were drawm into the discussion of a levy 
on capital by publications which appeared in foreign countries, 
especially in England. The investigations made by Lawrence, 
Pigou, Arnold and Hook — all of them favourable to the levy — 
found a ready echo in Italy. But further reflection induced the 
vast majority of our economic specialists to form a different 
opinion, and this not only from a consideration of the general dis- 
advantages inherent in a levy on capital, but also from a con- 
sideration of the special disadvantages which its application would 
have encountered in Italy. Nor had the idea of the levy on 
capital met with much favour from the high officials, or in 
political circles, with the exception of some members of the 
Socialist Party. 

3. It is true that there are some obvious advantages in a levy 
on capital. But are they, it has been asked, sufficient to com- 
pensate for the certain disadvantages and for others more 
uncertain which may be feared from so radical a measure? 

The advantages consist in the liquidation, at an auspicious 
moment, of a large part of the national debt, in the restoration of 
elasticity to the nation’s balance sheet, and in the diminution of 
the dissociation of income from labour which checks production 
and threatens social order. 

Among the certain disadvantages is the flagrant injustice — 
so far as the victorious countries are concerned — to the present 
generation who, having borne the evils and losses of the war, 
Would also have to sustain a quite disproportionate part of its 
financial burdens, entirely for the benefit of future generations 
who will enjoy the fruits of their victory. There is also the 

^ Cf. Royal Decree. No. 2169, in the Qazzetta Ufficiale del Regno d*Italia, 
November 26th, 1919. 
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difficulty encountered by the majority of the taxed in meeting 
their obligation, and there are further grave consequences, viz., 
the disturbance of prices, the depreciation of property whicli 
cannot be used for payment of the levy and the unwarranted 
appreciation of securities which can be so used, the uncertainty 
affecting contracts, an excessive demand for loans which might 
well bring about a general credit crisis, frequent indebtedness 
on the part of manufacturers, business men and agriculturists 
who may not be in a position to realise at short notice the share 
of their capital demanded of them; and their debts — let it bo 
noted — will be for sums the real value of which would increase 
simultaneously with the fall of prices, thus aggravating the crisis 
— resulting from that very fall of prices — ^which the entrepreneurs 
and with them the capitalists (the two classes being practically 
the same) will, in all probability, have to face after this war as 
after all wars. 

Many and grave are the doubtful issues in connection with 
the levy. What will be the duration and the cost of its collec- 
tion? What fiscal troubles will result from it? What will be 
the opposition of the taxpayers to a levy which will, of necessity, 
claim a very high percentage? What anomalies in the incidence 
of taxation will follow? Finally, what will be the effect of the 
levy on the creation of wealth and on the emigration and immi- 
gration of individuals and of capital? Will not the fear of a 
repetition of the levy prove a greater obstacle to the accumula- 
tion of wealth than is that burden of taxation which the capital 
levy seeks to diminish? And w^hat will be its actual result when 
the variations in prices which may be expected from it and the 
extent of evasion are taken into account? Will the alleviation 
of the pressure of taxation in the future be commensurate with 
the weight of the present burden and the dislocation of the enlire 
economic system of the country?^ 

4. In view of the foregoing, it is easy to understand that 
deputies and students of the problem experienced a feeling akin 
to surprise when Signor Ni^ti, who had been appointed Prime 
Minister, solemnly announced to the Chamber of Deputies that 
his Government had decided on the imposition of a levy on 
capital.* That the measure had been prompted by political 

' For the special disadvantages which the levy on capital would have 
occasioned in Italy, c/. the articles Sul problema iinanziario del dopo guorra, 
in Supplemento economicodel Tempo, January 3rd, February 3rd and 20th, Marc 
20th, 1919, then collected in a volume by the Biblioteeaeeonomica del Tempo, 1^1 • 

• July 9, 1919. — A concrete statement of the Government’s proposal was 
made by the new Minister of the Treasury, Signor Sohanzer, in his speo^-’h on 
the financial situation in the Chamber of Deputies on the following day. 
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motives was obvious to anyone who recalled the contrary opinions 
which had been expressed on former occasions by the Prime 
Minister and the new Finance Minister, Signor Tedesco. There 
was even a general impression that the scheme had been suggested 
not so much because of any real dangers of more radical demands 
on the part of the working classes, as from a desire to secure their 
favour for the new Government, which had been formed amidst 
unusual difficulties and was strenuously opposed by a large part 
of the nation. 

Moreover, the political character of the scheme was clearly 
revealed by Signor Tedesco when, on August 4th, 1919, he 
inaugurated the labours of the Commission specially appointed 
to put forward the financial proposals. Among the members of 
this Commission were many university professors, the heads of 
the most important departments in the Finance Ministry and 
the Treasury, and representatives of both Chambers, chosen from 
those whose opinions on financial matters carried most weight. 
The great majority of them had on various xxscasions shown them- 
selves opposed to a levy on capital. But, as Signor Tedesco 
stated explicitly, the Commission w^as not appointed to determine 
the expediency or otherwise of the scheme already decided on 
by the Government, but merely to suggest the technical 
expedients whereby the levy might be collected in the best 
possible way without departing from certain essentials. Their 
task was to levy an extraordinary tax on wealth, to be paid 
ill a few years by annual instalments, small fortunes being 
exempt. The scale of rates was to be steeply graduated, and the 
rate was to be heaviest in the ease of wealth derived from war 
profits. The Government intended to obtain from the levy the 
snrri of It. Hrc 20 milliards, which would be applied to reducing the 
(juantity of notes in circulation and to the redemption of part of 
the national debt.^ 

The Commission, with the greatest loyalty, carried opt the 
duties entrusted to it, laying down in a scries of arduous sessions 
the main lines of the Bill. From its members a Technical Com- 
mittee was selected by the Minister himself, consisting of Comm. 
P>enettini, Professors Cabiati, D’Aroma, Einaudi, Griziotti, and 
the author of the present article, and to them was entrusted the 
task of preparing a final draft of the Bill. With the assistance of 
other officials in the Finance Ministry, the Committee quickly 
evolved a Bill whose provisions were inopportunely communicated 

^ The declarations of the Minister of Finance were quite uniform with 
those of hia colleague, the Minister of the Treasury, in the Chamber of Deputies at 
the Bitting of July 10th, 1919. 
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to all the members of the Government and to leading financiers, 
and soon became public property. 

5. Following the general principles laid down by the Govern- 
ment and the more specific directions of the Commission, the 
Technical Committee advocated the imposition of a non-reciirrcnt 
general progressive tax on fortunes existing in the country on 
December 31st, 1919, and also a non-recurrent tax on increases 
of wealth proved to have taken place between August 1st, 1911, 
and December 31sfc, 1919, in so far as they were derive<l from 
excess profits arising from the war. 

Both taxes were personal in character and were to be levied 
on individuals and on corporations in respect of such property 
as was not already assessed in individual names. Private persons 
were assessed individually. 

The general tax on ivealth was to be imposed in the shape 
of contributions to a compulsory loan, whose stock would bear 
interest rtt 1 per cent, and would be redeemed within seventy 
years from 1930. Power was given to the contributors to abandon 
the right to the stock, in which case their contribution w’as to be 
reduced by one-third. 

Fortunes the taxable value of which did not amount to It. lire 
20,000 were to be exempt, while others were to bo taxed on a scale 
starting at 5 per cent, on It. lire 20,000 and increasing to a maxi- 
mum of 40 per cent, on It. lire 100,000,000 and over in accordanev* 
with a formula calculated ad hoc, Pebates were granted 
to males over fifty years of age and females over forty, and also 
to married persons ; also in respect of parents, grandparents and 
direct descendants living with and being dej^endent on persons 
taxed, provided that they were not themselves liable to tax, and 
that in the case of male descendants they were under twenty-live 
years of age and unfit to wnrk; and, finally, on a more gtmeroiis 
scale, to all persons disabled in the war, and to widows, i)arcnb’ 
and orphans of ])crsons killed in the war. 

The contribution was due to be paid on January 1st, lOili), 
but the contributor was permitted to demand its division into 
four, six, or eight annual payments according as liis properly 
comprised less than 25 per cent., or from 25 to 75 per cent., or 
more than 75 per cent, of real estate. These annual payments 
might be increased in number in very exceptional cases, but in 
none of the three categories might they exceed in number six, 
nine, and twelve respfjctively. Fach annual payment might he 
paid in bi-monthly instalments. The deferred annual payments 
were to bear interest at 5 per cent. 
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The tax on increases of wealth was levied on increments ex- 
ceeding L. 20, 000 due to over-profits arising (even thougli in- 
directly) from the war. Tlie rates were to vary with the amount 
of the increment in accordance with the formula employed to 
determine the contribution-raiio in the case of the forced loan. 

The tax was due in one payment only on January 1st, 1920, 
but the taxpayer was permitted to demand its division into three 
annual payments, each of which could be paid in six bi-monthly 
instalments and would be charged with interest at the rate of 
5 jDer cent. 

Most of the administrative provisions of the scheme were 
common to both imposts. In both cases the taxpayer was 
required before March 31st, 1920, to make a detailed declaration 
of his, taxable assets and of deductions therefrom. Committees 
of Investigation appointed ad hoc were then to assess the various 
items by a special procedure and following definite rules. Ample 
powers for the purpose were conferred on the revenue officials. 

Payments either in respect of the forced loan or the tax on 
increases of wealth could be made in coin, in scrip or National 
Loan Bonds, or in postal orders, cheques, notes of issue banks, 
or first-class foreign bills; and with a view to rendering pay- 
ments still easier the scherpe authorised the Government to 
establish special credit organisations. Specially favourable treat- 
ment was accorded to estates which had suffered war damages. 
The possibility of extending the provisions of the scheme to the 
now T^rovinccs was under contemplation. 

Space does not permit here the addition of a full account of the 
discussions of the Committee, and it must suffice to enumerate 
simply the conclusions arrived at on the principal questions 
considered. 

Although it acknowledged the theoretical expediency of ex- 
tending the levy to human capital, tlie Technical Committee had 
considered it advisable to abandon this purpose in consideration of 
the practical difficulties which the valuation of such capital and 
the gathering of the tax would have met, and because a tax on 
earned incomes— which had been projKised in substitution — could 
not be considered as an equivalent of the levy. The Committee 
proposed not to tax the property owned abroad by Italian citizens, 
unless such property belonged to the owner before August 
1st, 1914, and to tax the profx^rty of foreigners in Italy, except 
if introduced after the publication of the law. The value of lands 
aud buildings was to be calculated on the basis of the income ; 
shares on tlie basis of their average quotation for the months of 
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May to August, 1919. The value of furniture and jewellery and 
the amount of money were to be calculated in a percentage of 
6 per cent, and 1 per cent respectively of the other assets. Deposits 
were to be valued on their amount on July Ist, 1919, or on the 
higher amount reached on January 1st, 1920. The bearer 
securities were to be converted into nominal ones ; otherwise, the 
total property of the taxpayer was subjected to the highest rate 
of 40 per cent. Tlie declarations w^ere to be made on oath and 
severe penalties were inflicted on those who made a false declara- 
tion or refused to swear or declared a value inferior to the real 
one for more than one-third. In the case of fraudulent practice.^ 
even punishments restrictive of personal liberty were inflicted. In 
order to prevent the evasion of property owmed abroad, it was 
prescribed that consular authorities and public officials . should 
refuse their concourse to any deed concerning estates exisiii);' 
abroa<l which had not been declared. And in prevision of the case 
that all these provisions should prove ineffectual, the Treasury 
was authorised to have recourse to a presumptive valuation of tlio 
estate of the taxpayer if his style of life should appear not in 
accordance with the ascertained amount of his estate.^ 

6. From the time that the Technical Committee had begun their 
labours on the Bill, many voices had been raised to point out the 
disadvantages, already apparent, deriving from the mere anticipa- 
tion of its enforcement, or the disadvantages, real or apprehended, 
from the supposed provisions of the Bill not yet public property, 
but whose general outline was w^ell known, owing first to indis- 
cretions and then to official statements. To the Government’s 
representatives, who with ever-increasing concern were always 
repeating to the Committee the warnings, complaints and protests 
of interested parties, the members of the Committee, the majority 
of whom had always shown themselves opposed to the imposition 
of a levy on capital in Italy, could only reply that these inevHahlc 
disadvantages had already, almost without exception, been j)cr- 
ceived and pointed out by them, but that, though it was possible 
to diminish their effect, it was impossible to avoid them altogotlior, 
if the purpose of practising the levy on capital was earnest. 

The recent noticeable increase in the amounts of foreign 
capital deposited in Italian banks had been checked, and it was 
even stated that a decline had already become manifest. 
Foreigners were evidently not pleased with the prospect of seeing 
their deposits harvested by the Italian Treasury. The Govern- 

* For a full account of these subjects c/. the essay La imposta straordinaria 
sul patrimonio,” in Siudi aociologici ml dopo guerra. Bologna, Zanichelli {in t ic 
presB). 
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ment, impressed by this fact, was compelled to give assurances 
—which were subsequently embodied in Clause 6 of the Hoyal 
Decree — that foreign capital (including remittances from emi- 
grants) which were found to have been deposited in banks or 
savings banks on January 1st, 1920, should not be subject to the 
tax on wealth. 

The rate of exchange, which at the end of June showed a 
distinct improvement as compared with the end of May, declined 
rapidly after the announcement, on July 9th and 10th, by the 
Prime Minister and the Minister of the Treasury of their inten- 
tion to impose a levy on capital, and this decline was not arrested 
until, about the middle of November, it became known that the 
levy on capital had been abandoned. The general impression is 
that these coincidences were not fortuitous. The stoppage of 
the influx and the beginning of the export of foreign capital, 
indicated by the cessation of the increase in foreign deposits and 
their observable diminution, may certainly have contributed to 
checking the rise and initiating the decline in the exchange. 
But the export and diminished import of Italian capital was a far 
more powerful contributory factor. The sending abroad of jewel- 
lery and other similar property in order to remove it from fiscal 
assessment may succeed in diminishing the yield of the tax, 
but cannot aid in depreciating the rate of exchange. But this 
result is certainly achieved by the export of Italian currency, 
prevented only to a limited extent by the prohibition (rarely 
enforced) against carrying more than a certain sum across the 
frontier, and by the export of bearer bonds, the interest on which 
tlie State will then have to pay abroad in gold. Some authorities 
contend that a noteworthy influence on the depreciation of the 
exchange was exercised also by the fact that exporters were in- 
duced to leave on deposit in foreign banks the money received as 
payment for exported goods ^ in the hope that they might more 
easily escape the investigations of the Treasury. 

Complaints have been made in Italy at the Government’s delay 
in giving ellect to its advertised financial measures, a delay 
which permitted the hurried export of capital abroad, and at the 
publicity given to the proposals of the Technical Committee 
which was the main cause of that export. While admitting 
^me foundation for these complaints, the fact ought to be taken 
^to account that in no modern State could a transaction so vast 
and so radical as the levy on capital be carried through without 
the interested parties having ample warning beforehand. It 

‘ This disadviuitage was spooially commented on by F. Flora in Cambi e 
Scambi” in the Economista di Firenze, December 21, 1919 (No. 2381). 
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would seem inevitable tha,.t the carrying out of such a measure, 
so long as the principle of the levy is confined to one or few 
States, is bound t.o bo ])receded to a more or less scions extent 
by disadvantages analogous to those encountered in Italy. The 
results are aggravated by the fact that naturally the finances of 
the States which have recourse to it are not flourishing and their 
. exchange is unfavourable. 

7. One disadvantage which students who have considered a 
levy on capital did not take into account — perhaps the only dis- 
advantage not already pointed out — is that which is based on a 
general and deeply-rooted impression that present prices are, so 
to speak, fictitious prices, and that it would be extremely unjust 
to make them the basis for a valuation of wealth for the purposes 
of a levy on capital. 

Particular stress was laid on this idea by the Italian agri- 
culturists in a resolution passed by the Bureau of National 
Agriculture and by the Society of Italian Agriculturists, which 
resolution found vigorous support in the newspapers and economic 
periodicals.^ 

On wdiatevcr it was founded, such an impression had in any 
case its practical importance, inasmuch as it was so widespread 
and so deeply felt that it would have been difficult to ignore it 
without aggravating the resistance of the taxpayer. To take 
count of it, on the other hand, meant that the revenue of ilio 
Treasury would be seriously diminished, and this fact ought to 
be taken into consideration in arriving at a decision as to llio 
convenience or otherwise of a levy on capital. Advocates and 
opponents^ of the levy on capital agree in considering that one 
of the strongest arguments, if not the strongest of all, in 
its favour is that by its means a part of the national debt would 
be redeemed at a favourable juncture, when money is dep^'eciated. 
and therefore at a time when a public debt represents (coinparoil 
with all other forms of w^ealth) a smaller percentage than it will 
represent when money has regained its former value. But this 
argument pre-supj)oscs that other forms of wealth would be 
valued at current prices and the assumed advantage would dis^ 

* Cy. among others, Luigi Fignatelli, “ II contribute straordinario sui potrimoni 
e la propriety immobiliare '* in the Sole of July 31st, 1919 ; and J. Aguot, “Sul 
proatito forzoso,** in the Corriere Economicot October .30th, 1919. 

• For the first, c/, A. C. Pigou, “ The Problem of the National Debt ” in tho 
Contemporary Review, December, 1919, page 624 ; for tho second, L. Einaudi. 
“II dobito pubblico e la svalutazione della lira” in the Corriere della Scr<u 
August 10th, 1919. Cf. also our study, “Sul problema fiuanziario del doi>o 
guerra,” mentioned above, pp. 25-27, 
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appear if the valuation had to be made on the basis of prices 
which will presumably obtain at some future date. 

The idea that prices current at the moment are, in a sense, 
fictitious prices, appears on careful consideration to correspond 
in part, though not entirely, with facts. 

It is no valid reason to say that the owner of property can 
sell his property when he wishes at current prices. That is true 
normally of industrial securities, which as a rule can be sold 
freely and easily, but it is far more seldom true with regard to real 
property, the sale of which may be hampered by legal restrictions 
or traditional family reasons — whose existence, frequence and 
force no legislator can ignore — and very often, at present, also 
economic considerations. This latter is the case with owner-culti- 
vators of the soil who at the moment see in tlieir land not only a 
source of income, but the only sure mean of applying their own 
labour. If their land is sold, wiio will guarantee them any occupa- 
tion? It is this fear of lack of occiqmtion w’hich, in the opinion 
of those who know the land market, explains the fantastic height 
of the prices wdiich are paid in some places by the peasants w'ho 
have made money. This fear, then, would operate in tw’o ways 
to the disadvantage of the owners of the soil in the application of 
the levy : on the one liand, by raising the average prices, and, on 
the other hand, by preventing the owner-cultivators from realising 
whenever they wu’shed it the commercial value of their farms. 

There is a limit to the force of the objection' that if it be 
true that the lands are over-valued, it is just as true that the 
tax wmiild be paid in depreciated money. The limit of the force 
of the objection lies cither in the fact that the tax W’ould not 
be payable in money only, but w’ould have to be paid in part in 
securities, or in the fact that it could not be paid — especially in 
tlie case of ow’ncrs of real property — at once, but w'ould have to 
be paid in instalments spread over a sufficiently lengthy period, 
(luring which the money would in all probability be gaining 
purchasing pow^u’. It is here that the unfavourable side of the 
instalment system becomes apparent, to w’hich, moreover, atten- 
tion had already been called.^ 

If it be held that the ow’iiers of the mil arc already finding 
themselves disadvantagcously situated as compared with ow-ners 
of personal property in the contest witli the Treasury by the 
fact that they arc unable to make any attempt at concealment, 
it is easy to understand that the impression that the system of 

^ 0/, B. Qriziotti, “ Per il disogno dollo imposte patrimoniale,” in the Oiornede 
ficgli Economistit November, 1919. 

* CJ, “ Sul probloma finanziario del dopo guerra,” pp. 39 and 58. 
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valuation acts with peculiar injustice towards them is bound to 
embitter them. And if account be then taken of the fact that 
real property forms the backbone of wealth in South Italy, whilo 
in the North personal property assumes greater importance, and 
that in every district w^ar wealth consists almost entirely of 
personal property, it is obvious that the discontent of the owners 
of real property would assume some political importance, and 
would justify an appeal to considerations of equity. It appeared, 
therefore, expedient to take their wishes into consideration by 
being satisfied in the meantime with a provisional valuation and 
postponing to a later date the ultimate valuation of real property 
on the basis of income valued at more stable prices. 

8. Another fact weighed heavily in favour of a provisional 
valuation of the national wealth, subject to taking with due 
deliberation a final valuation, viz., the difficulties of the operation 
and the time it would require, circumstances irreconcilable with 
the urgency of the needs of the Treasury. According to the 
remarks made by the Minister of the Treasury in his financial 
statement to the Chamber of Deputies on December 16th, 1919, 
this seems to have been the decisive reason which compelled the 
Government to abandon the idea of a forced loan. 

A provisional valuation of wealth could only, on the other 
hand, be based on the data already at the disposal of tlie 
Treasury. As regards land, it was based on the principal fiscnl 
tax {imposta erariale principale) of 1916, which was multiplied by 
a fixed coefficient of 325 in order to obtain the value to be im- 
posed by the extraordinary tax, in the case of buildings on tlii' 
taxable rent (reddito imponihile) for 1919, which was multi- 
plied by a fixed coefficient of 25. It is, however, a question of taxes 
which have for some time become rigid, and which now give ris.« , 
especially the land tax, to the greatest irregularities, which, if they 
do not offer any material disadvantages from the point of view 
fair taxation, seeing that the great majority of the present owners 
have already redeemed the tax in the purchase price, deprive tlic 
tax paid or the taxable rents of all real value as a basis for the 
valuation of land or buildings. 

The yield of the fiscal tax on land in 1916 and the taxable 
rent of buildings in 1919 are, of course, known to have been about 
It. lire 76 mill, and It. lire 760 mill, respectively. Multiplied 
by the prescribed coefficients, these figures would give a value to 
landed properties of 25 milliards of lire and to buildings of 19 mil- 
liards, but in reality at existing prices tlie respective values would 
in all probability not be less than 120 and 40 milliards. The 
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difference, which is marked in the case of buildings, is enormous 
in that of land. 

It would, it is true, be possible to hope for an amend- 
ment when after six years a final valuation of lands and buildings 
is carried out on the basis of their income. The decree prescribes 
that when the valuation, even by reason of an alteration in the 
rent system, yields a result larger or smaller by at least a quarter 
than that obtained on the basis of the fiscal tax on land or the 
taxable rent from buildings, revision of the taxation will be 
possible by means of supplemental assessments or a reimburse- 
ment of the tax. In any event it will certainly be only a case 
of partial correction, both because it will only take place when 
the difference exceeds one-quarter, and because if the price of the 
buildings or the land diminishes in the six years owing to the 
revaluation of the lira, as is to be expected, part of the differences 
existing between the actual value and that obtained by means of 
the fixed coefficients will vanish. 

9. The proposals of the Technical Committee aroused intense 
feeling among the holders of bearer securities. They contended 
that many people, rather than convert their bearer into nominal 
securities or pay 40 per cent, of their entire property, would try 
to sell their securities at any cost in the hope of concealing the 
sum obtained with the intention of exporting it to foreign coun- 
tries by investing it in bearer securities, if they preferred that 
species of investment, or otherwise. There can be no doubt 
that, in addition to the motive alleged, the resistance referred 
to w^as largely caused by the fear of seeing a form of wealth 
taxed in its entirety which practically eluded the Treasury at 
the outset, and which, just for that very characteristic, has always 
been most popular. The fact that the announcement of the 
capital levy caused a fall in the price first of industrial sequrities 
and then — after the dispelling of the illusion that they were to 
be exempt — of public securities, is easier to explain as being due 
to the expectation that this abuse was about to cease than as a 
sign of alarm. Particularly with regard to Government securi- 
ties accepted in payment of the tax it is to be noted that a large 
offer of bearer securities might have been regarded not as a danger 
but as an advantage, inasmuch as it would have removed one of 
the chief disadvantages of a capital levy arising from the difficulty 
lor the taxpayers of finding the means of payment. It would, 
however, be an error to fail to recognise the fact that bearer 
securities, apart from the facilities for tax evasion, offer notable 
advantages, and, on the other hand, whatever may be the reason 
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for which preference is given to them, it is certain that to prohibit 
them in Italy would have caused much capital to migrate to other 
countries where that form of investment was retained. 

Without giving here an account of all the solutions proposed 
and the arguments adduced, it will suffice to state that 'with the 
object of inducing the taxpayers to convert bearer into registered 
securities, the lioyal Decree raised from 2 per cent, to 5 per cent, 
the annual deduction from the interest and dividends paid by tlie 
companies which had put bearer securities into circulation.^ No 
special provision was made for public funds to bearer and the 
Treasury confined itself to the declaration that it would render 
compulsory the conversion of all bearer into registered securities 
if within a year a great part of them should prove not to have been 
declared.^ 

10. The main resistance of the taxpayers to the proposed levy 
on capital arose, however, from the anticipation of the realisations 
which would have been forced upon them to raise the amount of 
the tax, on account of the high rates and the lipiited number of 
years in which the payment would be due. 

There is no better way, in my opinion, of gauging the extent 
of these difficulties than to reprint in full the words uttered by 
the Minister, Signor Schanzer, in his financial survey of Decem- 
ber IGth, 1919 ; “I gave due warning beforehand,’' he said, “that 
the tax on wealth ought to be distributed and collected during a 
suitable number of years in order not to dislocate the economic 
system of the country, and so that we may not incur the danger 
of crises in the values of real and personal property. It was 
proposed in the first instance to distribute the collection of the 
tax over a variable period of from four to eight years, according 
to whether the property w^as personal or real, but after an 
exhaustive study of the arguments the Government became c:ou- 
vinced that, given the present extremely critical conditions of an 
economic system which is gradually recovering after a ])eriod 
of the most acute crisis, the instalment system referred to would 
be insufficient. Obliged to pay the duty within the periods 
stated, the taxpayers would be compelled either quickly to realise 
their securities and sell their houses and property at an incal- 
culable loss to the national economic system, or else to borrow 
money in order to pay the tax, and that on onerous terms. A 
suitable Department would have to be established which would 
advance to taxpayers the necessary amounts. But such a mode 

' Cf, Qazzetta ujficiale del Regno d' Italia, November 26th, 1919. Royal Docroo 
No. 2166. 

• For greater details on the subject, c/. the above-quoted essay in Sivd% 
eociologici del dopo gtterra. 
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of procedure would in the first instance have produced a further 
considerable increase in the circulation of notes which, however, 
ought by every possible means to be limited and reduced. These 
considerations show that the collection of the tax over a period 
of from four to eight or ten years would not, on the one hand, 
liave admitted of rapidly achieving the object of reducing the 
floating debt and the note circulation, and, on the other hand, it 
would have disorganised the economic life of the country, so 
that there was no alternative but to distribute the tax in question 
over a longer period of time, which was fixed at thirty years. 
Thus the taxpayer, who neither will nor can reduce his capital 
year by year, is given the opportunity of paying the tax from 
his own income.” 

The extraordinary tax on fortunes was thus deprived of one 
essential requisite of the levy on capital and, on the other hand, 
could not retain other requisites. Why, those who drafted the 
Koyal Decree of November 24th must have asked themselves, 
retain for thirty years the same basis of valuation if, for the 
reasons adduced above, it was out of the question for that basis 
to apply to the present time. Only by arbitrary methods would it 
be possible to fix one future period rather than another as the basis 
for making the valuation. In that case, was it not better to carry 
out successive valuations, and in harmony with their successive 
results to vary the amount of the impost? Accordingly, it was 
arranged that wdien the first six years, starting from January 1st, 
19‘20, had expired, the taxpayers would have to present a fresh 
declaration of property and the Treasury should have power to 
re-estimate at a high value, and that the same thing should take 
})lace later on at the end of the first and of the second period of 
eight years. 

“Such a provision,” the official communique of the new 
financial estimates points out, “appears to correspond better to 
the principles of fiscal and social equity, and is one which, instead 
of placing the results of the w^ar only on the shoulders of the 
taxpayer of to-day, distributes the burden over property existing 
to-day and that of future generations.” 

Does not this proposal, however, lack the advantage which, 
as opposed to elastic systems of taxation, the levy on capital 
presents in so far as — apart from the fear of its recurrence — it 
offers a greater incentive to saving? With a view to encouraging 
saving to the greatest possible extent, and especially, during the 
first period, the investment of capital in agriculture, the decree 
ordains that the value of the extraordinary works shown by the 
taxpayer to have been carried out during the first six years in 
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the way of permanent improvements of his own land shall be 
exempt from the tax for the duration of the next eight years, 
when his property is re-valued, and that, after that period, 
variations which take place in the increased value of the property 
and which do not arise from inheritance or donations will be taken 
into account only as regards two-thirds of the increase forllie 
remainder of the period during which the extraordinary tax is 
leviable. 

Finally, the decree takes into consideration the case of those 
taxpayers who, rather than pay their instalments annually, 
prefer to compound for each of the four periods mentioned above, 
and ordains that another decree ad hoc shall be issued deter- 
mining the method of such compounding. 

11. By the transformation of the proposed levy on capital into 
a thirty years* tax on property which could be paid out of income 
many of the difficulties which confronted the Technical Com- 
mittee either disappeared or were so diminished as to be 
negligible. There was no longer any necessity for any special 
Banking Institution to place taxpayers in a position to pay the 
tax. Since the actual amount of the property was not to be 
determined once and for all on January Ist, 1920, it was impossible 
to make the whole tax due as from that date and to burden the 
successive annual instalments with the interest during the 
entire thirty years. The plan might have been adopted of con- 
sidering the amount of the tax due at the date of assesKiiu iit 
as limited to the period for which it would have remained valid 
and to confine the interest within the limits of each period. It 
was, however, considered preferable not to charge interest even 
within these limits, thus adapting the extraordinary tax to ilio 
standards of exaction of an ordinary tax. 

By the successive re-valuations the danger of a withdrawal of 
deposits or the hoarding of money was also reduced.^ In hid , it 
was no longer worth the taxpayer’s while to have resort to sucli 
expedients, inasmuch as, to ensure successful evasion, he would 
have to allow that part of his capital to lie idle, not once only and 
for a brief period, but for the whole period of the successive valua- 
tions. For that reason the Decree abandoned the provision relating 
to the assessment of deposits based on their amount on July 1st, 
1919. The fact that the tax was spread over a period of thirty 
years was certainly calculated to arouse less opposition on the part 
of the taxpayers, while the assessment of the most difficuit part of 

' Of. on the latter point L. Einaudi, “B danno della tosaurizzaziono doi 
biglietti," in the Oorriere della Sera, November 1919; and G. Borgatta, 
possibility di evasioni dai van oneri fisoali,*’ in the Tempo, December 21st, 1 
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the property to assess, viz., lands and buildings, was to be com- 
pleted in a period of six years, leaving the Treasury all that time 
in which to perfect and strengthen its administration. Therefore 
it was rightly considered useless to create special organisations 
and special assessment and judicial procedure. It also 
became possible to diminish the severity of the penalties, which 
was all the more expedient as it is well known that too severe 
penalties are often not applied and thus fail to have any adequate 
effect, as they permit guilty persona to hope that they will escape 
their application. The obligation to make declarations on oath 
as to the source of income was cancelled, and it was left to the 
^Veasury and its legal assistants to insist on an oath when they 
considered it necessary. Instead of the penalties restricting 
j)ersonal liberty imposed in serious cases, there was substituted 
the confiscation of a sum equal to the amount of the tax which it 
was intended to evade. It was, on the other hand, found possible 
to reduce from one-third to one-sixth the margins of tolerance con- 
ceded to errors in the valuation of property, owing to the fact that 
the valuation was no longer to be demanded in the case of real 
property with regard to which it would have presented great 
uncertainty. 

While many difficulties vanished, fresh difficulties arose. It 
W’as found dangerous to impose the tax on the capital of Italian 
citizens which was created or exported abroad between August 1st, 
1914, and July 1st, 1919, as that might have discouraged them 
from bringing it into Italy during the jx^Tiod — tw^enty-two years — 
of the successive valuations. The decree settled such questions by 
exempting that item from the tax. Consequently, it was found 
possible to cancel the instructions given to consular agents and 
public officials of the realm relating to deeds in respect of property 
IKJssessed by Italian nationals abroad, and to abandon the 
presumptive valuation of the projjerty which h£ul been admitted 
chiefly on account of the difficulty of a direct valuation of 
pro[)erty of that nature. 

12. The* fact that the tax was spread over thirty years 
rendered superfluous the attempt to disguise it as a forced loan, 
au attempt, for the rest, ill received : on the one hand, by the 
Socialist Party, who maintained that by it the Governmept w^as 
falling short of its promise to impose a levy on capital, and, on the 
other, by the financiers, who delighted in unmasking its manifest 
ingenuousness.^ 

* Of. B. Griziotti, “ Imposta straordinaria sul patrimonio e prestito forzoso,” 
^ the Oiorrude degli Economiati e Rivista di Statistica, September, 1919; F. 

“Prestito forzoso e giustizia tributaria,** in tlio Ora, Sopfcoraber Ist, 1919. 

No. 119.— VOL. XXX. Y 
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On the other hand, the forced loan would have pre-supposed, 
as Signor Schanzer pointed out in his financial statement, an 
assessment of wealth which could not, it was recognised, be made 
very quickly. Yet it was urgently necessary to consolidate the 
floating debt and reduce, in as prudent a fashion as possible, the 
quantity of notes in circulation. But the proceeds of the first 
year of the extraordinary tax on wealth could not have provided 
for this, except to a slight extent. It was therefore necessary to 
have recourse to the issue of a new 5 per cent, voluntary lonn, for 
the service of which the proceeds of the thirty years’ tax would be 
employed. 

The abandonment of the plan of the forced loan occasioned on 
the other hand a reduction of the rates owing to the circumstance 
that the contributor would no longer receive any stock in exchange 
for his contribution. Instead of varying from 5 per cent, to 40 
per cent., the rates, according to the Iloyal Decree of Noveinbi'r 
21th, vary from 5 p('r cent, for estates of It. lire 20, 000 to 25 j)or 
cent, for estates of It. lire 100 mill., according to a formula ad 
hoc. Tlie Treasury, however, feared at the last moment ihnl 
with these rates the yield of the tax would be too low, and was 
therefore induced to abolish — with evident injustice — all deduc- 
tions based on the age of taxpayer, the number of T)crsons com- 
posing his family, and invalidity arising out of the war. 

13. The new complexion given to the extraordinary tax on 
wealth brought with it of necessity a change in the tax on 
increased fortunes. 

Already the scheme of the Technical Committee had aroused 
objection on the part of the manufacturers, inasmuch as it varied 
the rate with the variation in the amount of the total estate, iind 
they could not therefore pay the tax on increased fortunes l.'ci'ore 
the assessment of fortunes had been completed. This meant a 
serious inconvenience for many joint stock companies which had 
been floated or developed in connection with the war and d('sircd 
now to be w^ound up or to make up their balance sheets and to know 
therefrom quickly and acxjurately the amount of tax they owed. 

This inconvenience would have been indubitably far greater 
under the new provisions which deferred the definite assessment 
of assets to the next period of six years. Hence arose the neces- 
sity of separating the tax on increased fortunes from the cxira- 
ordinary tax on wealth and to make the former an independent 
organisation.’^ As it was necessary to apply the tax on increased 

^ Tho tax on increa>)ed fortunes was disciplined by the Royal Dcoroo of 
Novombor 24th, 1919, No. 2104. C/. Gazzcttaufficialedd Begno d^Italia, Novom- 

bor 26th, 1919. 
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fortunes first and independently of the assessment of individual 
fortunes, it became necessary to assess, not the individuals for the 
profits the war had brought them, but the firms for the profits 
they had realised. Companies w^ere therefore assessed in their 
own name and not in that of the shareholders. 

Also the system of taxation was necessarily modified in conse- 
quence, the rate being varied on the basis, not of the total amount 
of the estate at the present ipoment, but of the proportion between 
the increase in the estate and its amount before the war. An un- 
necessary modification which it would be difficult to justify was 
introduced on the other hand with regard to the object of the tax, 
exempting the increases of estates derived from earned incomes or 
from the income of undertakings not subjected to the excess 
profits tax. The tax on increased fortunes assumed, therefore, the 
character of a complement of the tax on excess profits existing 
(luring the war. 

Id. Apart from this limitation of the taxable increases of 
fortunes, and apart from some defects in the extraordinary tax 
on wealth, such as the lack of rebates and the insufficient severity 
of the assessment of bearer securities, it is certain that, regarded 
as a whole, the organisation of the extraordinary taxes, imposed by 
flic 1 loyal Decree of November 24th is far preferable to that which 
the Technical Committee was obliged to prejiare on the basis of 
tiu! principles fixed by the Government. The advantage, as has 
been shown, is essentially due to the fact that the levy on capital 
had to be abandoned. 

These hesitations and changes, however, brought with them 
some economic and political disadvantages. 

From the economic point of view, the threatened levy on 
capital disturbed, as has been seen, the money market, instigated 
the migration of capital to foreign countries, and depreciated the 
exchange. 

From the political point of view, its renunciation was greatly 
exploited by the Socialist Party in the recent elections, and was 
certainly not one of the most unimportant causes of its gaining 
a success greater than had been anticipated. There are promises 
in politics which may be made or not, but, once made, have to be 
k^'Pt, and perhaps the levy on capital was one of them. 

The levity with which the Prime Minister and the Treasury 
Minister inserted the levy on capital in their programme truly 
lacked all excuse. In his financial statement Signor Schanzer 
attempted to justify it by saying : “Just as in the domain of 
Science pure mechanics is one thing and applied mechanics 

Y 2 
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another, so in the domain of finance schemes which are to bo 
realised must take into consideration the inevitable resistance and 
the practical obstacles of time and method to be surmounted.’* 
But how can such an excuse be admitted when scientists, states- 
men and officials had almost unanimously foreseen such resist- 
ance and made note of such obstacles? 

And we ought also to ask : Even if it be true that the extra- 
ordinary tax on wealth introduced by the Decree is much prefer- 
able to a levy on capital, is it really a measure preferable to any 
other? Would it not be better “to fix beforehand the proportion 
of the tax required for the annual service of the loan and to 
supplement it with a super-tax, i.e., a progressive surtax on 
incomes subject to the global tax?” “The answer cannot 
be in doubt,” says Flora, ^ “for the eight millions of owners would 
not any longer be obliged to value and give a return of their 
property ; the tax collecting agencies, whose staffs are so depleted, 
would be released from the hard and costly task of supervision, 
and would be able to devote themselves to the work of the pro- 
gressive tax on incomes; the legal assistants would no longer 
have to initiate thousands of financial actions at law to deeido 
controversies with regard to the value of landed estates and taxed 
personal property.” 

It cannot be denied that these arguments are sound. And, 
against them, there is little value in the statement that vveallh 
bears no proportion to income and that a general tax on wealth 
has the advantage of hitting harder property bearing little or no 
income than does an income tax. Such a statement is, indeed, 
true in general, but is of no value in the particular case of Iho 
extraordinary tax on w^ealth as it has been devised in Italy. 
For the purposes of the tax lands and buildings are valued by 
the capitalisation of their income : the prices of securities as 
quoted on the Bourse, on which their valuation is based, 
essentially on the income derived from them ; money, furniture 
and jewellery are calculated in a percentage of the remaining 
estate. The value of the estate is then finally inferred from the 
capitalisation of the income, so that is much preferable, inas» 
much as it is easier and more speedy to base the tax directly on 
income. 

It is true that a super-tax on income generally would also 
hit earned incomes. But would this really be a disadvantage and 
not rather an advantage? When dealing with the levy on capital 
ihe Technical Committee acknowledged the theoretical expediency 


* “ Una impoata auporflua,*’ in the Reato del Carlinn, December lst» 
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and the practical impossibility of assessing human capital as well. 
The practical impossibility is due to the fact that the only 
possible way of charging human capital would have been by a 
tax on earned incomes, which, on the other hand, is not equiva- 
lent to a levy on human capital, just as a tax on income derived 
from wealth is not equivalent to a levy on wealth. But a levy 
on capital having been abandoned in favour of an extraordinary 
tax on wealth, which, in substance, resolves itself into a tax not 
only paid on income, but also proportionate to income, the 
question arises in another form : Why not force to contribute, 
in addition to incomes derived from real and personal capital, in- 
comes from human capital also, i.e., the earnings of labour? 

The financial expediency of such an extension would not be 
doubtful, especially in Italy where, already before the war and to 
a greater extent still, perhaps, to-day, so large a part of the 
national income is derived from labour, nor do T see what objec- 
tions, either theoretical or financial, could be made to the 
extension. By substituting for the extraordinary thirty years* 
tax on wealth a super-tax on incomes generally, we should only 
in substance be carrying out such an extension. 

COTIIIADO GiNI 

Padua, Royal University, January 1920. 


NOTB:- 

The Roynl Decree of April 22, 1920, n. 494 (c/. Oazzetta vJpeiaU del Regno 
d' Italia, May 1, 1920) modified some provisions of the Royal Deoroo of November 
24th, 1919, alluded to in our article. It is not out of the question on the other 
hand that these provisions also should be modified in future. The limit of 
exemption was raised from It. lire. 20,000 to It. lire 60,000. The scale of rates 
was modified and made heavier for the larger estates. From 4*5 per cent, for 
estates of It. lire 60,000, we pass to 50 per cent, for estates of It. lire 100 mill. 
The number of years in which the tax is to be paid was diminished from 30 to 
29 years and reduced moreover to 10 years for estates made up of more than 
three-fifths of personal property. For the provisional valuation the definitive 
one will bo substituted whatever the difference between the two. The successive 
re-valuations are abandoned, and right of redeeming the tax with a discount at 
6 per cent, a year on the amount advanced is granted the taxpayer. The right 
of the Treasury to proceed to a presumptive valuation of the estate is re-estab- 
lished ; and the capital of Italian citizens which was created or exported abroad 
between August 1st, 1914, and July 1st, 1919, were again subjected to the tax. 
The conversion of the bearer shares of companies engaged in credit transactions 
into registered shares becomes compulsory. For other companies which put into 
circulation bearer shares, the tax on interest and dividends is raised from 6 pei 
cent, to 16 per cent. C. Q. 
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It has become a commonplace of historical interpretation that 
the great movements of humanity, the rise and fall of nations, 
war and peace, are based upon economic issues. The extent to 
which the economic issues arc themselves determined, at any rate 
since mankind became reflective and self-conscious, by preceding 
ideals and aspirations has perhaps been under-estimated. Timo 
has been, no doubt, and may be again, when the peoples have 
awaited the actual impulse of hunger to seek new resources by 
migration or conquest ; but in our own civilisation the movement 
of causation may almost be said to have been reversed. The 
nations have not waited to be driven into action by hunger, but 
impelled by their own curious imaginings have restlessly struck 
out, now in this direction, now in that, pursuing diverse policjVs 
devised by their leaders, and attaining prosperity or disaster as it 
would seem almost by chance. It has been said that in the sphere 
of economics theory is only the outcome of the economic conditions 
of the moment ; it is quite as true to say that the economic condi- 
tions of one day are mainly the outcome of the economic theory of 
the day before. 

We may illustrate this view by taking some salient points in the 
history of economic theory and its influence on practice during the 
nineteenth century ; and begin at the beginning with the appear- 
ance in 1800 of Fichte’s remarkable treatise, Dcr Geschlosscuc 
I fandelsstaat--* The Self-contained Economic State.” In iliat 
treatise we find expounded so much of the policy subsequently 
pursued by the author’s countrymen, and indeed by statesmen of 
many other countries, that it is diEBcult to believe that they were 
not consciously following it as a text-book. There are concentrated 
in it, as in a magic mirror shadowing forth the future, aspiration?, 
ideals, and imaginings which, fitfully and even capriciously pursued 
throughout the nineteenth century, have shaped the destiny of the 
twentieth. 

The ideal which Fichte sets before us is that of a State com- 
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pletely closed to all commercial intercourse with other nations, 
and, indeed, with trifling exceptions, to all intercourse. Each 
State is to be self-sufficing, and to develop its own peculiar powers 
and capacities in isolation. This is for him only the logical com- 
pletion of the process by which the nations have separated them- 
selves out from the great Eoman Empire of Christian Europe. 
It is only in its economic relations that Christian Europe still 
remains one great State. “ All arrangements which permit or 
assume the direct intercourse of a citizen with the citizen of 
another State, really regard both as citizens of one State, and are 
the survival and results of a Constitution long since done away 
with, remnants of a past world ill-adapted to oiir own. Systems 
which demand freedom of commerce, claims to buy or find a 
market in the whole known world, have descended to us from 
the way of thinking of our forefathers, to whom they were suited ; 
we have accepted them without inquiry, and, having become 
accustomed to them, it is not easy to substitute others.** 

The necessity for completing the process by making the State as 
self-contained economically as it is in other respects, lies in the 
need of ensuring a just distribution of goods amongst its citizens. 
This can only be done by the State determining the whole eco- 
nomic structure, fixing the numbers who are to work in each 
branch of production and manufacture, ensuring to everyone his 
opportunity of work, and settling the rates at which goods and 
services shall be exchanged. But this is obviously impossible while 
foreign goods are free to enter the country and disturb the desired 
equilibrium. Hence the resort to Protection in its most extreme 
form — that of total exclusion. “ The State is bound to secure for 
its citizens by law and force the conditions resulting from this 
equilibrium. But this it cannot do if any one can affect the 
equilibrium who is not subject to its law and control. Hence it 
must absolutely exclude the possibility of such an influence. . . . 
All traffic with the foreigner must be prohibited to its subjects 
and made impossible.*’ That this involves an encroachment upon 
the freedom of the people is a matter of indifference to Fichte. 
Freedom in matters of commerce means freedom to drive hard 
bargains, to act unjustly, and to ruin the weaker party in the 
economic struggle. For him one man’s gain is another man’s loss, 
and not until the very end of his treatise does he recognise inci- 
dentally that there may be two profits on a bargain. He writes 
with contempt of the men who will not live by rule, but would 
attain their ends by cunning and fortune : “ It is these who call 
incessantly for freedom, freedom of trade and industry, freedom 
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from, supervision and policy, freedom from all order and morality.” 

How, then, is the change to be made? There are many degrees 
of Protection ; imports may be discouraged to almost any extent 
and exports encouraged, and many States have in this way endea- 
voured to secure that there shall always be a flow of gold into 
their country. But all these expedients which only partially 
exclude foreign trade fail of their end, and bring with them new 
evils of smuggling and revolt and great expenditure on ofiScials. 
The one decisive and effective step (was Fichte thinking of 
Sparta?) is to withdraw all gold Jind silver — all world-money - 
from the hands of the citizens, and replace it by a money wliicli 
will be current only within the State (and did he foresee the war 
finance of this century?). Then, he maintains, trade will at once 
of necessity cease, since the citizen will have no money which the 
foreigner will accept in return for his goods. 

Strictly speaking, every citizen should be satisfied with tlic pro- 
ducts natural to the land in which he lives, but in so far as he will 
have been brought up in the enjoyment of foreign products, it 
will be only fair that the State should provide these so far as 
possible ; that is to say, so far as they can be produced or manu- 
factured within the State. Certain products cannot be grown in all 
soils, but it will not be difficult to find substitutes for these if 
sufficient trouble is taken— e.gf., cotton may be replaced by culti- 
vated grass seeds. (Fichte would have been gratified by the in- 
genuity of his countrymen in later days in devising substitutes.) 
The process of acclimatising products and of introducing new aiiB 
will be expensive, but the Government will have at its disfxjsal 
a vast treasure consisting of the confiscated gold and silver. 

Another expedient to facilitate the change is introdiua^d by tlic 
theory of “ natural frontiers.” ” Certain portions of the earth’? 
surface, together with their inhabitants, are obviously in tended by 
Nature to form political wholes.” That is to say, they are not 
only strong in a military sense, but are also productively inde- 
pendent and self-sufficing. As nations at present stand, they are 
imperfect in this respect, and feel constrained to “round them- 
selves off ” ; they feel that they want a fruitful province here, or 
mines or salt-works there. Now the State which is about to close 
itself to foreign trade must first of all complete itself in this way 
by acquiring any territory it desires. It will be quite easy. Its 
acquired treasure will enable it to arm itself, and also to hire 
foreign help, to such an extent that it will be irresistible, and may 
attain its object almost without a blow ; and once the operation has 
been carried out it can issue a manifesto promising never again to 
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exceed its own boundaries. From now onward it will need no 
standing army, further than is necessary to maintain order, since 
it has undertaken to abstain from any intervention in the political 
affairs of other States, and therefore has little need to fear an 
attack. But lest there should be such, all citizens are to be trained 
to arms. One State after another will follow this example, until 
all the nations of Europe are closed to one another ; closed even to 
travel, since only scholars and artists will be allowed the privilege 
of visiting other countries for the purposes of study. 

We may ask whether Fichte seriously thought this the highest 
ideal at which to aim, a world in which the nations hold each 
other at arm’s length, like members of a family afraid to speak for 
fear of quarrelling. The answer would seem to be that for practical 
purposes he did, though he was not without a vision of something 
better : ** The extensive system of world trade has been much 
praised for the advantages it yields In mutual knowledge between 
nations, and the many-sided culture arising therefrom. Well and 
good, if we were really peoples and nations, and if there were any- 
where a strong national culture, which by the intercourse of 
peoples might pass into a culture which should contain all and be 
purely human, blending all together. But it seems to me that in 
attempting to be everything and to be at home everywhere, we 
end in being nothing true and whole, and find ourselves at home 
nowhere.” In other words, nations are best prepared for member- 
ship of an international community by developing their individual 
capacities and needs in isolation and without reference to each 
other’s needs and capacities. A strange doctrine, surely, to be 
maintained by a philosopher ! 

Reflecting upon the subsequent history and influence of the ideas 
embodied in this picture, we may note first that Fichte’s sole object 
is the equal welfare of all members of the community. He does 
not seem to have contemplated the favouring of any one class, 
though naturally the workers would benefit most by the change ; 
nor is there anything to suggest the aggrandisement of any one 
State, though no doubt he hoped that Prussia might be the first 
to enter upon the new way of life. His successors have seldom 
achieved the same impartiality. In recommending their policy of 
exclusiveness, whether total or partial, they have urged the certain 
aggrandisement of that nation only to which they belonged, and 
have also made their appeal to the interests of particular sections 
of the community. So Carey advocated his system of complete 
Protection in the interest of capitalism, maintaining that it was 
necessary to the establishment of capitalist industries and to the 
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creation of a class of hired workers for their use. So, on the other 
hand, Greeley supported his “ Chinese Wall ” policy by the argu- 
ment that American labour must be protected by a tariff; and 
Chamberlain declared that he would not look at Protection unless 
he could promise that it would assure a large scheme for the pro- 
vision of pensions, while his disciples liave dwelt upon the greater 
security of employment to follow upon increased exclusiveness. 
So, again, Wagner defended his agrarian policy by the suggestion 
that if the price of bread should be increased thereby, the proceeds 
of the corn duties could be devoted to the welfare of the workers. 
The philanthropy of the later economists rings with a less certain 
sound than that of Fichte, not so much because of any conscious 
lack of sincerity as because they lack his singleness of purpose. 

To our modern way of thinking tliere is less to be said for 
Fichte’s theory of “ natural frontiers,” and the consequences he 
deduces from it, though here, again, we may recognise his sincerity 
and singleness of pur|X)se. He really did believe that in such 
annexations as ho demanded a State would be merely carrying out 
the designs of Nature, and therefore committing no wrong. Wo 
fmd the same policy urged by Friedrich List, the economist wlio 
perhaps more than any other has stimulated the Gornum people 
to good and to evil. In the Introduction to his Natiojial System 
he writes : ‘ ‘ The territory of some nations is not of great extent, 
nor supplied with many natural resources, the mouths of its rivers 
are not within its boundaries, and it does not form a homo- 
geneous whole. Such a nation cannot aj>ply the protective system 
at all, or only with imperfect success, until it has first supplied 
its deficiencies by conquest or treaty.” And, again, in the body 
of the work: ” As yet the apportionment of territory to tljo 
European nations does not correspond to the nature of things . . . 
it must not be ignored that rectification of territory must be 
reckoned among the most important requirements of the nalioiiH. 
that striving to attain it is legitimate, that indeed in many casis 
it is a justifiable reason for war.” With more particularity, he 
urges that Germany should annex Holland, Belgium, and the 
Hanse towns ; and elsewhere that Holland and Denmark belong 
by descent and character to the German nationality, which by 
their annexation would gain much-needed fisheries and naval 
power, maritime commerce, and colonies. It may be that the 
statesmen have required littje encouragement from the economists, 
but we need only think of Nice and Savoy, of Schleswig and 
Alsace-Lorraine, to say nothing of abortive attempts upon Belgium 
and Holland, to feel that theories justifying the arbitrary anuexa- 
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tion of ‘‘fruitful provinces, mines and salt-works ” have not been 
without their influence. Later economists have talked more of 
customs-unions than of annexation, but perhaps not always with- 
out the tacit understanding that the one would ultimately lead to 
the other. Naumann’s Central Europe, e.flf., certainly involved 
very much more than a customs-union. But when it comes to the 
question of overseas annexations, there is no reserve on the part of 
either economists or statesmen. The former are insistent in 
urging the necessity of securing the products necessary to supply 
home deficiencies, the latter show little or no reluctance in follow- 
ing their advice, and the theory of the “natural frontier** is 
supplemented by that of the “self-sufficing Empire.*’ 

But before the conception of the self-sufficing Empire prevailed, 
that of “national development in isolation ** had found supporters 
among many economists, and exerted an influence of a widespread 
and pernicious character — pernicious not only from an inter- 
iijitional ]X)int of view, but also, if the present contention is right, 
to the nations themselves which framed their policy in accordance 
with that conception. 

The most influential advocate of “ development in isolation,’* 
both in Europe and in America, was undoubtedly Friedrich List ; 
and it may be questioned whether the immense service which he 
rendered his country by promoting the Zollverein was not more 
than outweighed by the ix)ison distilled by his followers from 
theories developed in his National System. Like Fichte, he did 
not himself regard economic isolation as the highest ideal ; 
but like Fichte again, he did regard an exclusive development 
as the essential preliminary to freedom of intercourse. “Eternal 
})eace and freedom of trade go liaiid in hand,*’ he wrote to 
President Jackson in 1830; but before that time can come the 
nations must attain to as nearly as ])ossible the same stage 
of economic development {System, passim). For him the 
stages of economic development are well defined, and his bril- 
liant historical survey aims at showing how economic communi- 
ties always do, and always must, pass through the same stages in 
the same order. Ui) to a point, no doubt, his contention holds 
good ; but it is doubtful whether any useful lesson can be drawn 
from the comparatively simple economic conditions of the past for 
the immense complexity of the present. Venice and other Italian 
City States, for instance, passed through no stage even approxi- 
mately like our Factory System, and yet it is almost entirely the 
Factory System which List has in mind wlien he urges the 
necessity, on the ground of past experience, of every nation 



314 


THE ECONOMIC JOURNAL 


[sept. 


developing its manufacturing stage to the full before entering into 
free intercourse with other nations. The fact is that a new econo- 
mic phenomenon had appeared in the world, and to appeal to the 
past for the elucidation of its significance was almost of necessity 
misleading. List and his disciples were dazzled by the rapid in- 
dustrial and commercial development of England ; they measured 
her prosperity entirely by the extent of her foreign trade, and 
were strangely blind to the dark side of the picture. They ignored 
the desperate sufferings of the working classes, and the growth of 
insanitary and overcrowded cities, which were to give rise to a 
century of ** social problems ** ; and did not pause to ask whether 
a nation might not achieve a more fundamental prosperity by 
allowing its industry to develop quietly. England, they said, had 
achieved these brilliant results by means of Protection, and Pro- 
tection must be the instrument by w^hich the other nations should 
follow as quickly as possible in her footsteps. 

It was in America that List first formulated his theory, largely 
impelled by the strong Protectionist interests already prevailing 
there ; and it is in America that both theory and practice have 
been driven to the furthest extreme (though perhaps with a loss 
consistent application than in France). Nowhere else has the 
doctrine of the “ Chinese Wall ** found such ardent and outspoken 
advocates, from the days of Carey down to the ingenious Siuion 
Patten of our own time, who renews Fichte’s contention thsit men 
should be content to live on the natural products of their own soil, 
and so avoid the dangers of intercourse with their fello\v-mcn in 
other parts of the world. And nowhere else has the tariff policy 
of a country so frequently approximated to the total prohibition 
of imports. 

From America List carried his doctrine to Germany, whore, ho 
published the National System in 1841. It was a bold thoughi 
at that time, says Dr. W. Lotz, to declare that the futuro <if 
Germany depended on Grossindustrie, and to adapt 0(*rnian 
commercial policy to its interests, for in those days Germany was 
mainly occupied in agriculture and small industries. But, if bold, 
it was no more than the logical outcome of lAst’s theory. For him 
the manufacturing stage meant Grossindustrie , and since Ger- 
many had to pass through it, the sooner the better. Only so could 
she hope to challenge the commercial supremacy of England. 
'‘Germany must abolish her internal tariffs,” he writes in his 
preface to the first edition, ” and by the adoption of a common 
uniform commercial policy towards foreigners, strive to attain to 
the same degree of commercial and industrial development to 
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which other nations have attained by means of their commercial 
policy/* 

The “ foreigner ** in this connection is primarily England ; and 
it was his feeling of animosity towards England which made List's 
teaching so dangerous for his country. It was a feeling curiously 
compounded of hostility and admiration, and there were times 
when it seemed possible that the latter would predominate. It 
never did so, and for the cause of his inveterate hostility we must 
probably look to the influences brought to bear upon him during 
his stay in America. He was always singularly open to impressions 
of his surroundings, and many of the Americans of his day were 
from the generation which had fought with England ; they still 
regarded her as their commercial enemy, and their hostile tariffs 
were to them the weapons in another war of liberation. (Even in 
the next generation Protectionists were always able to arouse 
popular sympathy by declaring that their opponents were bribed 
with British gold.) It is likely also that Carey, son of an Irish 
exile, influenced him in the same direction. 

It was this spirit which List carried back with him to Germany, 
and to which he constantly gives utterance in his great work. 
England’s advances towards a commercial treaty he interprets as 
an attack upon German industry, and he delights in quoting 
infelicitous utterances by arrogant English statesmen on the 
necessity of maintaining the English hold in the German markets, 
lie dwells upon the prestige and wealth of England and English 
commerce, and finds its source partly in her ruthless exploitation 
of weaker peoples, partly in that very policy of Protection which 
she was now urging the peoples of Europe to forgo. One of his 
arguments for the annexation of Holland, Belgium, and the Hanse 
Towns is that England would thereby be cut off from the 
European markets; and his hostility culminates in an appeal to 
the Continent as a whole to unite in combating the “ insular 
supremacy.'' The seed fell upon fruitful ground, for even before 
its publication, Sir John Bowring had noted how the public papers 
diligently represent the British Government as plotting the ruin 
of German industry. 

But even such hostility as this might have been comparatively 
innocuous in its effects if it had not been accompanied by jealous 
admiration. It was owing to the combination of feelings that 
Germany became obsessed by the idea of rivalling England on 
her own ground, instead of developing on really national lines, 
England, by means of Protection, had developed enormous textile 
industries, and her goods had created a new demand in Germany. 
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Let Germany exclude those goods by Protection, and she also 
would be able to develop enormous textile industries. She did so, 
and with the same results; rapid increase of population, crowding 
into the towns, gradual abandonment of agriculture, dependence 
upon foreign countries for raw materials and food, and the 
necessity of finding foreign markets for her surplus manufactures. 
This last was perhaps the most serious problem. Cobden, in one 
of his speeches, quotes a Manchester manufacturer, who calculated 
that if every Chinese man only bought a cotton nightcap a year 
from us, it would add 20 per cent, to the demand for our staple 
industry. Neither economists nor statesmen seem to have foreseen 
that by merely duplicating England’s production, Germany would 
inevitably crowd into the same markets until one after the other 
was overstocked ; and through! the greater part of the nineteenth 
century the efforts of the two countries towards commercial ex- 
pansion may be described as a race for the Chinaman’s nightcap. 
That the expectation of profits sometimes proved to be illu.sory 
has only added to the fierceness of the competition. 

By 1848 List’s programme had been in the main carried out 
(Lotz), and a movement began to gather strength in Germany in 
favour of a Free Trade policy. This movement also was mainly 
inspired by England’s example, and j.)erhap8 its most effective 
promoter was a naturalised Englishman, who was a member of 
the Cobden Club. The time had come in Germany, it was urged, 
as it had in England, when the great industries, more especially 
iron and textiles, could take care of themselves, and the interest 
of the consumer could be safely consulted. Unlike the Plnglish 
manufacturers, how’evor, the great industrialists of Germany wen* 
for the most part opposed to the movement, and it was not until 
the early ’sixties, when the politicians— notably Bismarck- -saw in 
it an opportunity for baffling the ambitions of Austria, that it had 
any great success. Even then there was no Free Trade in any 
true sense, but only the embodiment of lower tariffs in a series of 
treaties, which became a weapon in the hands of the Protectionists 
when the time for revision came, and the statesmen had no further 
need politically for Free Trade. 

Looking back upon this time. Dr. Paul Voigt wrote in 1900 : 
“In the middle of the nineteenth century German national 
economy stood firmly on its own feet ; its agriculture still pm- 
duced all really indispensable food, certainly 95 per cent, of the 
total food consumption ; only a small fraction of food was drawn 
from abroad, mostly Colonial wares, which were mere luxuries, 
and in the worst case could be dispensed with. Moreover, home 
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agriculture and forestry (also mining) yielded by far the greater 
part of the raw material needed for industrial manufacture. The 
most important German industry, the textile, was absolutely 
dependent for its raw material only so far as concerned cotton 
and silk, hence only for the smaller half. Woollen and linen 
manufacture still depended almost entirely upon German sheep- 
breeding and flax cultivation. The other German industries . . , 
needed only to a very small extent raw material from abroad, 
or were still based entirely upon home produce. The German 
Volkswirthschaft afforded the beautiful picture of harmonious de- 
velopment, and of right proportion in all its parts; it was an 
edifice resting on a sure foundation.” 

No doubt, the Germany here described loolcs fairer to those 
who see it in the light of the later development of the industrial 
State with its overgrown towns, its depopulated countryside, and 
its ominous dependence upon foreign sources of vital necessaries, 
than it did to contemporary observers ; but the Free Traders who 
resented the artificial fostering of the large industries may well 
liav(5 had some premonition of its consecjiionces. And if the greater 
freedom for which they worked had achieved more permanent 
results, the harmonious development of economic Germany might 
have proceeded on lines whicli would have ensured for her a har- 
monious development in the world-markets as w^ell as at home. 

As it was, Grossindustrie and the idea of competing with 
England had seized upon the nation, and dominated its future 
policy throughout all subsequent alternations between greater and 
less exclusiveness. List became once more the economic oracle at 
the end of the ’seventies, and the Protection which he desired 
only for “infant industries” was demanded by industries full- 
grown and even overgrown. And as production increased beyond 
all apparent possibility of absorption by the home market, the Free 
Traders themselves came to recognise*, the overwhelming strength 
of Grossindustrie, and based their arguments upon the necessity 
of securing markets abroad and securing foreign food supplies. 
It was the same fear of exclusion from foreign markets and conse- 
quent failure of the food supplies, which moved the more cautious 
of the economists to press for stringent Protection of the agrarian 
interests, even at the risk of curtailing industry and foreign trade. 
Greater independence through keener competition is the one 
policy ; greater independence through greater exclusiveness the 
other; and it is interesting to find Professor Wagner reverting in 
support of the latter to the old argument that it will be easy to 
acclimatise many of the products now derived from abroad. 
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For the main cause of this uneasiness about food supplies, we 
must look to the idea of the * * self-suflBcing Empire. * ' Throughout 
the second half of the century this conception had been gathering; 
strength with accelerating speed, and had become increasingly 
influential in determining the policy of nations. But nowhere 
had it such a hold upon the imagination as in Germany, where 
economists and statesmen pictured themselves as surrounded by 
self-sufficing world-empires, closing themselves, or threatening to 
close themselves, to the outside world, and so to exclude Germany 
from the sources of food and raw material.* The Geschlossencr 
Handelsstaaty which Fichte set before his countrymen as an ideal, 
has become just a century later not only an ideal, but a nightmare. 
In 1900 a group of Berlin professors delivered and published a 
series of lectures in which they envisage the wprld as cut up by 
the great Empires—Eussia, Great Britain, France, America— 
into enclaves from which German trade is to be excluded. They 
solemnly prophesy total economic destruction for their nation 
unless by a great manifestation of force she can either break down 
this exclusiveness or acquire such new territory as may enable 
her also to become a self-sufficing economic unit. And it was this 
policy— the violence of a strong man struggling against a night- 
mare — which brought about the world catastrophe. 

We need say nothing here of England's policy of exclusion, in 
the days when she trusted to Protection for the development of 
her economic resources, and achieved prosperity at the cost of 
European hostility. But France also has been dominated by the 
idea of development in isolation, and has pursued it with perhaps 
greater consistency than any other nation, if not with such extra- 
vagance as America. Her movement towards Free Trade in the 
’sixties was forced upon a reluctant jx'ople for political reason^^, 
and never found any real acceptance. And France also has boon 
animated in the past by hostility towards England quite us active 
and more whole-hearted than that of Germany and America. More 
whole-hearted, because it has been unaccompanied by any desire 
to imitate. Bather, it would seem, the example of England has 
tended to act by way of “ contrary suggestion.’' Writing m the 
Revue des Deux Mmdes on the occasion of Bastiat’s death, M. 
Eeybaud says : “ Of all the prejudices which reign among us, there 
is none more deeply rooted than distrust of England. It is enoiig 
that England leans to one side for us to incline to the other. 
Everything which England proposes is suspected by us, and 
not unwillingly detect an ambush in all measures. In matters o 
trade this disposition is especially manifested. In vain we imagine 
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that England in her reforms has only her own interests in view— 
her true object is only to mislead and ruin us by her seduction ! 
If we give way we shall be fools and dupes. Such is the language 
of national opinion ; and although enlightened men resist it, that 
opinion does not the less prevail and exhibit itself on all occasions.** 

Thus it came about that, unbiassed by the desire to follow in 
England’s footsteps, France has pursued her policy of self-develop- 
ment with as much exclusiveness as the limitation of her internal 
resources would permit ; an exclusiveness which has become more 
easy for her, since her growing colonies have enabled her to 
supplement home production from within the limits of the Empire. 
(Under the tariff of 1892, duties on industrial products show an 
average increase of 69 per cent, over the tariff of 1881.) And it 
will hardly be denied that industrially, perhaps also in other ways, 
she has achieved greater individuality than Germany. Her 
strength, that is, does not lie in the large production of cheap 
goo<ls with which England and Germany flood the markets ; but 
in the production of more specialised and more choice commodi- 
ties which have comparatively little to fear from competition. 

It is interesting to note that economists are beginning to recog- 
nise that one hope of the future lies in the greater specialisation 
of production among the nations. So Lotz on the one side, and 
perhaps Wagner on the other, look forward to the time when the 
nations will protect only their specialities. But the specialisation 
which will lead to international harmony must not be based upon 
a policy of exclusion ; it must be developed under conditions of 
the closest intercourse with the other nations of the world. Only 
the greatest freedom of constant readjustment and adaptation 
can enable a nation both to maintain its own characteristic develop- 
ment and to play its part in the living organism of a group of 
nations. Eestraint anywhere must mean friction and failure of 
adaptation ; it is as with a plant, which thrives best when left free 
to adjust itself to changes in its environment. And though the 
development of a nation in free intercourse with other nations will 
doubtless bo different from what it would be in total or partial 
seclusion, it need not be less significant, less prosperous, or less 
independent. 

It is by this way of differentiation, again, that the world must 
meet the bugbear of over-production wliich haunts one school of 
economists. “In isolation our wants exceed our powers,** said 
Bastiat; “ in society our powers exceed our wants.’ But this is 
to ignore the infinite expansibility of human wants, and to assume 
too rashly that, because humanity has shown a tendency to become 

No. no.— VOL. XXX. z 
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sated with the products of Grossindustrie, there is no further outlet 
for industrial skill and inventiveness. 

It is sometimes objected that this theory of specialisation only 
means that some nations are to remain in economic subjection, as 
hewers of wood and drawers of water to the more wealthy — that 
Serbia, e,g,, should be condemned to do nothing but breed pigs for 
the rest of Europe. We reply, No, but it does mean that if a 
large number of her people find pig-breeding a congenial and 
healthy occupation, they shall be left free to follow it, while the 
remainder develop their national handicrafts quietly and charac- 
teristically, and are not forced by a combination of economists, 
capitalists and statesmen to submit to the Factory System in 
accordance with a preconceived notion of what progress consists in. 

It is sometimes urged, again, that the best method of securing 
co-operation among nations is by means of commercial treaties 
(see, e.g,, Gide, Principes). But from our point of view, even 
these are to be deprecated. No doubt they may replace hostility 
by a temporary modus vivendi, and may tend to steady industry 
for a given term of years ; but changes when they do come are 
likely to be more violent and destructive of capital and organisa- 
tion than if they had come by a scries of gradual adaptations, 
which would give employers and workers a chance of rc-adjusting 
themselves. Moreover, even co-operation is not necessarily har- 
mony, and experience has shown that the framing of treaties may 
lead to the bullying of weak States by strong ones (c.t/., Germany 
in the Balkans, and the European Powers in China), and to de- 
vastating tariff wars between States of more equal strength. 

It is the imperative need for a real international harmony 
which forms the strongest argument for complete freedom of trade 
from artificial restrictions in the supi^oscd interests of industry. 
The argument based upon economy of production always l('a^(‘^' 
it open to the Protectionist to reply that he is quite aware of tla‘ 
economy of foreign trade, but that there arc more important con- 
siderations than economy to be taken into aceount —primarily tiu' 
better development of home industries. France especially seems 
justified in taking this position, in view of tlie fact that, not- 
withstanding her inferiority in foreign trade she can show (or 
could before the war) a greater wealth per liead of her population 
than Goi'many. But wliat she cannot show is that her policy has 
conduced to harmony among the nations. 


Helen Bosanquet 



THE GUILD SOCIALISTS 

Of the vtirioua “ways out” of our unsatisfactory industrial 
system, Guild Socialism makes^ the strongest appeal to the 
generous spirit of the youth of to-day. It stands midway between 
State Socialism and Syndicalism, and claims to avoid the dangers 
of both extremes. In Guild Socialism, the State will own the 
means of production, and the rank and file of the workers will 
manage the processes. Thus, we shall guard against the bureau- 
cratic rigidity which is inevitably associated with State manage- 
ment, and avoid the risk of exploitation by the producers, w hich 
is not unlikely to arise in a syndicalist society. 

The Guild Socialists exi)ound their philosophy in persuasive, 
and often picturesque language. They are naturally not in com- 
plete accord over minor matters, and differ even on questions of 
principle. They arc seldom quite definite either about the details 
of their scheme, or the methods for bringing it into operation. 
They are naturally alive to the danger of setting up a definite posi- 
tion on questions necessarily controversial. And they are undoub- 
tedly right in the view' that when a fundamental change in the 
basis of society is contemplated, the method must be left to the 
necessities of the moment, and the details to be worked out by 
experience. • All have the same ideal, though they concentrate 
on different aspects of the question. Thus, in criticising existing 
institutions, Mr. G. E. Stirling Taylor’s bugbear is “Centrali- 
sation”: Mr. Arthur J. Penty’s “Overproduction.” Mr. S. G. 
Hobson, Messrs. C. E. Bechhofer and Maurice B, Ecckitt, and 
Mr. G. D. H. Cole dwell particularly on the evils of wage-slavery, 
and the advantages of freedom and self-government. None of 
the writers — with the exception of Mr. Hobson, who is very ex- 
plicit — find it worth while to discuss capitalist arangements in any 
detail; all agree that the taking of wages for work done, and 
os])ecially the taking of wages in any sort of proportion to work 
accomplished, is in the last degree humiliating to the worker. All 

satisfied to assume that the wickedness of the system demands 
its immediate abolition. 

z 2 
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Mr. Stirling Taylor is most trenchant in his denunciation of 
the repulsiveness of our modern industrial civilisation. The old 
Guild system gave us “the miraculous beauty of the stained glass 
of Chartres,” ^ that subtle complexity of human endeavour which 
we call Florence and Padua, while modern society “has vomited 
up Liverpool and Clapham.” ^ We can, if we will, get back to the 
glories of the past by giving up our ideals of progress and produc- 
tion for profit, and re-organising society on the lines of the ancient 
Guilds. The key is organisation by function, as opposed to poli- 
tical organisation by district. Within the Guild, there must be 
complete democracy, and above all the Guild State must avoid 
centralisation, which inevitably means the triumph of the 
governors over the governed. 

According to Mr. A. J. Penty,* the cardinal sin of our indus- 
trial system is overproduction. Society before the War had got 
into a cul-de-sac, from which there is no way out, but only a way 
back. The War was not a colossal accident, but the necessary 
outcome of general overproduction, and the consequent struggle 
for markets. There is, according to capitalistic aspirations, no 
limit to the possibilities of production, but there is a definite limit 
to the possibilities of consumption, a limit which we have already 
reached. In the middle ages people spent their surplus wealth 
on things of beauty. But when Protestantism relaxed the Usury 
Laws, instead of spending their surplus, people invested it, and so 
began the vicious circle of overproduction. Mr. Penty urges a 
return to medievalism, but he does not indicate how, in the 
absence of plagues and other mediaeval visitations, our industrial 
population can adjust itself to the limits which mediaeval methcxls 
would impose. 

There are four questions which Guild Socialists must deal with, 
if their system is to be accepted as a positive and practical scheme. 
(1) What will be the relation of the Guilds to the State? ('il 
What will be the relation of the Guild to the individual? (3) Ilov; 
will the product of industry be distributed? (4) And lastly; how 
will the Guild State be brought into being? 

The writers whom we have already quoted, work out their 
answers to these questions with varying degrees of clarity and 
attention to details. According to Mr. Stirling Taylor, a great 
deal of work which in our unregenerate State is assigned to 
Government Departments, will be absorbed by the Guilds them- 
selves, e.g. Education, Public Heallh, etc. Foreign Affairs, and 

‘ The QuUd State, by G. R. Stirling Taylor, p. 33. 

* Quilda and the Social Crisis, Ch. I., by Arthur J. Ponty. 
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the maintenance of an Army and Navy, will still be State func- 
tions (the latter, it is hoped, will only be a temporary need). The 
fixing of national minima of remuneration, and maxima ot hours, 
and the standard rules for health conditions, will be State duties. 
So also, the passing and applying of criminal laws, laws of con- 
tract, etc. But the most vital function of the State will be its 
right to control industry by granting charters to the Guilds, each 
Guild probably paying a tax or rent in return for its charter. 

The weak spot of Mr. Taylor’s plan is that he gives us no real 
indication of what the State is to be. Since the Guilds are to 
derive their authority from the State, the source of this authority 
is an institution of fundamental importance. But although he 
pours ridicule upon our existing electoral methods, the writer is 
unable to suggest a substitute. His attacks on territorial repre- 
sentation are sound enough, but since his system requires a State 
to complement the Guilds, and since he cannot give us an alterna- 
tive State, his arguments in the end rebound against his own 
position. 

Mr. Penty also conceives the chief function of the State to 
he the chartering of the Guilds, thus enabling production to be 
organised on an equitable basis, and society to be protected from 
the depredations of the rogues who would otherwise prey upon 
their fellow-creatures. We may conclude from his writings that 
he would be satisfied with any form of State which could be fitted 
into his Guild organisation. 

Mr. G. D. H. Cole^ leads his readers into an impasse and 
leaves them there. According to his view, men are bound 
together in a variety of forms of association, among which, though 
none is absolutely sovereign, two stand out predominantly. These 
are Associations of producers and Associations of consumers. 

The Trade Unions are Associations of producers which will 
merge into Guilds, and “the various Guilds will be united in a 
Central Guild Congress, which will be the supreme industrial 
body, standing to the people as [)roducers in the same relation as 
l^irliament will stand to the people as consumers.” * Again : 
“Neither Parliament nor the Guild Congress can claim to be 
ultimately sovereign : the one is the supreme territorial associa- 
tion, the other the supreme professional association.”® 

We seem, therefore, to be left wdth a Dualism, but while the 
duties and prerogatives of the Guild Congress are clearly defined, 
the functions of Parliament are left in the shade. We are not to 

' Sel} -Government in Indwtry, pp. 71-99. 

* Ibid,, pp. 86-87. 

» Ibid., p. 87. 
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snptK)Re, however, that Parliament will have the vital funcfion 
assigned to it by the waiters previously mentioned, of granting 
charters to the Guilds, for Mr. Cole expressly states that : “We 
cannot conceive of an association of producers deriving its right 
to exist from an association of users.” 

Mr. Cole is alive to the possibility of conflict between his two 
inde])cndent aiitlioritics, and admits that a single Guild may have 
a (]uarrel with Parliament. Who is to be the arbiter? Apparently, 
“some joint body reiirescntative equally of Parliament and the 
Guild Congress”. For this sovereign body, liowcver, Mr. CV)le 
docs not appear to have much enthusiasm, and it is left even 
vaguer than Mr. Taylor’s territorial Parliament. 

The relation of the Guilds to the individual is a less difficult 
question, and we find more agreement betw^een various WTiters in 
matters of detail. All are agreed that the Trade Unions— when 
they have succeeded in purging themselves of the vices of Craft 
Unionism, and when they have absorbed the “salariat” and the 
technical workers within their ranks — will become the Guilds of 
the future. It seems generally accepted that no Guild will ho 
guilty of any desire to exploit the Community in its own interest. 
This is a capitalist failing, which will end with Capitalism. Mr. 
Stirling Taylor, dealing with the suggestion that a Mining Guild 
might consult its own convenience at the expense of the Commu- 
nity, dismisses the objection very briefly : “The argument is based 
on the knowledge that the i^resent capitalistic traders who control 
industry consider little else but their personal interests. So tJio 
objection has little weiglit.”* He gives away the position, how- 
ever, by maintaining that even if the miners should put their 
own interests before those of the Community, the self-inton'st 
of many miners is preferable to that of a few mine-owners 

Mr. G. D. H. Cole is more cautious. He is not satisfied tlint 
the vulgar desire to grab will become extinct, but a Guild stxuVty 
can protect itself. Should any Guild fall so far from grace as h» 
(’.ndeavour to make si)ecially good terms for itself, its attempts cim 


be frustrated either by a regulation of the price of its prodiicl , 
(imposed by some authority external to the Guild) or by soiut’ 
system of levy or taxation on Guild incomes, wliich will skim oil 


any surplus that might otherwise take the form of profit. 

Mr. Cole takes it for granted that each Guild will include all 
the w’orkers in its particular industry : the Engineering Guild will 
include all the Engineering establishments in the country, the 
Building Guild all the builders, etc. Messrs. Beebhofer and 
Ileckitt state very emphatically that each National Guild mii^t 


^ The OuUd State, p. 44. 
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have a complete monopoly. Mr. Stirling Taylor, on the other 
hand, welcomes the idea of competing Guilds, but maintains that 
competition between Guilds will be something very different from 
the deplorable scramble between individual capitalists. 

The remuneration of the individual Guildsman will doubtless 
bo a matter of considerable interest to him, though in the writings 
of the exponents' of Guild Socialism it seems a subordinate ques- 
tion. Mr. Stirling Taylor supposes that the State will settle a 
minimum wage, and beyond this “one imagines that each Guild 
will be allowed to distribute its surplus as tlio members decide by 
[h vote of the majority. It is very improbable that they will vote 
at first for equality of wages.”' Mr. Stirling Taylor would 
apparently not skim off the surplus of each Guild’s earnings, for 
he contends that the Guilds will be as anxious to secure efficient 
managers as the capitalists are to-<lay, and for the same reason — 
the increased prosperity of the business. 

Messrs. Bechhofer and Eeckitt reject absolutely any idea of 
remuneration in relation to output. The Guilds will hand over 
to the Guild Congress all monies received in payment of their 
products, and in return each Guild will receive from the Congress 
the remuneration required for its own members on a basis of 
numerical membership. The amount apportioned to each Guild 
then, is to be in exact proportion to its membership. The manner 
of distributing the remuneration within the Guild, however, shall 
be at the discretion of each Guild. It would seem, therefore, at 
the first blush, that absolute equality of remuneration for every 
kind of work — whether teaching, weaving or scavenging — was 
aimed at, but it is not quite clear why this exact numerical 
standard should be set up from without, if the Guild can after- 
wards proceed to upset it from within. 

Mr. G. D. H. Cole gives us very little information in Self- 
Government in Industry regarding the remuneration of the 
iiulividual Guildsman. On the principle that it is the work and 
not the rcjiiimeraiion that matters, he is (jhiefly concerned with 
the organisation of industry, and the necessity of securing coni- 
l>lete freedom and self-government for the workers. “The Works 
will suj)ply its products to the District Committee for purposes 
of distribution, and the District Committee will pay it accord- 
ing to the price lists fixed by the National Guild for what it pro- 
duces, quality as well as quantity being, of course, taken into 
account in fixing the price.” * 

Here then, it would seem that the Guild will be paid by result, 

' The Guild State, p. 65. 

* Self-Government in Indue rV, p. 274. 
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but as already explained, the members will not be able to profit 
by any accidental superior productivity of their industry, since a 
judicious system of fixing prices or appropriating any possible 
surplus, will maintain a uniform level. 

None of the writers discusses, except as a side issue, the ques- 
tion of the worker’s stimulus to exertion, under Guild Socialism. 
Just as the individual Giiildsman is assumed to be without ilw* 
vulgar instinct to grab, so a universal predilection for steady 
work — irrespective of reward — seems to be taken for granted. 
Human vices, in fact, will disappear with capitalist institutions, 
and the only problem will be how to organise the surviving virtues 
to the best advantage. 

Prom such minor and rather sordid details, all the writers 
turn with visible alacrity to the fundamental question how tiic 
Guild State is to be brought into being. 

Mr. Stirling Taylor here, as on other points, gives away a 
great deal of the position. He cannot offer the workers any shoH 
cut to victory. The capitalists control industry to-day only 
because labour is not competent to do so. “What other reason 
can there be?”^ the writer frankly asks. A few shillings per 
head from the working classes would quickly raise the capit.il 
necessary to make them their own masters. If they do not raise 
it, it is because they have not the necessary knowledge either of 
the productive or the commercial side of the business. He n<l- 
vises the workers, for the sake of education, to accept that instfil- 
ment of reform called co-partnership and co-management. Above 
all he advocates peaceful transition — “only the illiterate still 
believe in the Revolution as a mode of social advance. 

Mr. Penty is equally opposed to violence, because, “if tbo 
present order were thrown over in its entirety, it would be in.- 
possible to improvise arrangements to meet the situation wlji(‘h 
would be created. We should be starved at the end of a fort 
night.”® If the wwking class of Russia has not been able to 
abolish two per cent, of the ix)pulation without precipitating soci.il 
chaos, what chance have the working, class of this country, afler 
abolishing thirty per cent.?^ Industries should, therefore, he 
taken over in their entirety, and the workers must be magna- 
nimous where they are victorious. 

Messrs. Bechhofer and Eeckitt also favour the gradual taking 
over of industry, but they warmly repudiate anything in the nature 
of a friendly co-partnership. On no account can Unions cither 


^ The Guild State, p. 103. 

* Guilds and the Social Criaia, p. 81. 


* Ibid., p. 96. 
« Ibid., p. 82. 
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stoop to conciliatory methods, or run the risk of allowing them- 
selves to be conciliated. The method to be adopted is that of 
“Encroaching Control”; the Unions must get more and more 
power into their own hands. Foremen must cease to belong to 
a separate caste, and the gulf betw^een the proletariat and the 
salariat must be bridged. Thus Labour, black leg-proof, will make 
a monopoly of itself, in order to confront the monopoly of capital. 
When the latter has thus been stripped of all its functions, and 
has consequently lost its prestige, it will become a mere parasite, 
ready to be knocked off as a rotten apple from a bough. The 
writers favour nationalisation of industry as a useful step on the 
road to Guild Socialism, partly because unified management 
makes for unity among the workers, and partly because bureau- 
crats are so much more stupid than capitalists, that they will un- 
consciously play into the hands of the workers, and facilitate the 
final transition. 

Messrs. Bechhofer and Beckitt devote some space to the ques- 
tion of expropriation. Like Mr. Penty, they advocate magnan- 
imity. It is not to the interest of the mass of those w^ho have 
won their way to emancipation, to be ungenerous to those whom 
they have dispossessed. The Avriters are prepared to endorse 
Mr. S. G. Hob'son’s suggestion of terminable annuities extending 
over tw^o generations, as a very fair offer, and as much as any 
(capitalist could expect. It must not he supposed, however, that 
in assessing compensation the balance slicot value of a concern 
will be adopted. For the balance sliect value implies that the 
business is a going concern, and when Labour lias withdrawn it- 
self, the concern is no longer a going one. 

Mr. G. D. H. Cole dismisses the question of compensation with 
ilio curt remark that when the State “slips naturally into owner- 
ship” it “will deal as it thinks fit with the owners it supplants.”^ 
He describes the transition processes which will lead to the Guilds, 
witli more restraint than Mes.srs. Bechhofer and Beckitt, but 
with a deeper, if less explosive, hatred for the existing industrial 
system. He too, is most unwilling that Labour should soil its 
fingers by any sort of contact with capitalist methods. lie is 
afraid that Labour might sink to the level of the capitalist, and 
a temporary partnership might endanger its independence. Never- 
theless, he thinks that a transition period of divided control is 
almost inevitable. 

Mr. Cole points out that wdien Labour has wrested from the 
capitalist the whole control of production, the battle will not be 
finished. The questions of purchase, sale and investment will 

* Sdf Government in Industry, p. 219. 
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fitill remain to be <lealt with. Tender the wage-system, capital, 
which absorbs all the profit of industry, consumes a portion, but 
saves and rc-invests the remainder. If Labour succeeds in 
making industry unprofitable to the capitalist, no new capital will 
flow in. How will Labour secure the means of carrying on? Mr. 
Cole concludes that, “apart from capitalistic blunders, a catas- 
trophe will be necessary to end the wage-system.”^ From this 
catastrophe, i.e. tlie General Strike and Revolution, he is both too 
logical and too much in earnest to shrink. The transition to a 
better state would involve a “mess,”® but even this mess would, 
he thinks, be preferable to the existing state of things. 

The question of provision for the future is very lightly touched 
upon by the Guild Socialists. In our existing industrial system, 
the needs of the future arc provided for by the spontaneous flow 
of capital and labour into those industries which meet the public 
need. We must suppose that in the new State the Guild 
Congress will consciously and laboriously work out the changes 
and developments which are now^ efTected by automatic adjust- 
ments. When a Guild requires new capital, it will apply to the 
Guild Congress, and its claims will be carefully considered and 
weighed against all the claims made by other Guilds. Tlio 
method is likely to be cumbrous and slow-moving, but there is 
worse than this. According to Mr. Cole : 

“The particular Guild desiring new Capital or the f)la(:ing of a 
heavy sum to reserve will, no doubt, have great weight in placing 
its recommendations before the community, but the ultiiiinto 
decision cannot rest with the individual Guild. The State as tlic 
representative of the consumers must have a voice equal to that 
of all the producers gathered in the Guild Congress.” ** 

In short, extension of any kind can only proceed wdjcn it li:'»s 
secured the sanction of the whole body of producers represcuU^d 
in the Guild Congress, plus the whole body of consumers repre- 
sented by rarliament — a method of procedure beside which even 
Government control appeals are direct and speedy. 

As these are question-s, how^cver, on which Guild Hocialisis 
(lifTor, and which, moreover, they are willing to work out i?i the 
light of experience, it would not be fair to condemn their system 
on iLccount of these shortcomings. The real weakness of Guild 
Socialism lies in the view which it adopts of human nature. The 
“Guildsman” is no more true to nature than the “economic man 
of the classical economists. But the characteristic which the 


^ Self-Government in Industry, p. 190. 

* See Labour in the GommonweaWu 

* Self-Government in Industry, p. 192. 
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latter selected to typify man, was at least a general attribute of 
all live men. Their error lay in the importance which they 
attached to a single motive to the exclusion of all others. But the 
qualities and motives of the “Guildsmen” are the infirmities of 
noble minds rather than tlic characteristics of average men. Guild 
{:5ocialist writers paint in vivid colours and strong relief ; through- 
out, they contrast the capitalist villain with the virtuous ))ro- 
Ictarian. The employer is never anything but a thief who battens 
on the labour of others. The workman is always blameless, never 
self-regarding, with an enduring affection for work for its own 
sake, and a consuming passion for self-government. These gifts 
it is necessary to endow him with, since Guild Socialism docs not 
otherwise afford any particular incentive to exertion, or to the 
attainment of excellence. It presupposes an enthusiasm for 
hiiraapity which even the overthrow of capitalism is hardly likely 
to bring into existence. 

To the Guildsman, the taking of wages for work done is an 
unutterable degradation. To accept the wages and not do the 
work, or, bettor still, to accept the wages and use the opportunities 
afforded by the workshop for propaganda directed to wresting the 
control, and finally the workshop itself, from the employer, would 
seem to him a natural and even a commendable course of conduct. 
Guild Socialist w’riters do not, however, claim that the average 
workman has reached this stag(i of evolution — on the contrary, 
lliey deplore the fact that the majority of workers arc too degraded 
to feel the full dishonour involved in wage-slavery. 

When they are criticising the evils of capitalism — their stric- 
tures of which arc generally as sound as they are sincere — Guild 
Socialists arc in their element. In their constructive work they 
are less happy. They claim that their society avoids alike the 
conflicts insc|)arablc from Capitalism, and the peculiar risks in- 
volved in State Socialism and in Syndicalism. In fact, the Guild 
Socialist State would not bo free of any of these risks. The indi- 
vidual Guild might still exidoit the community, if not by making a 
profit out of its product, then by giving inadecpiatc value for its 
rejiiuneration. The individual worker, if he be possessed of 
initiative and originality, may be more effectively imprisoned 
within his Guild than in the existing system, and the hierarchy of 
Committees, Delegate Meeting and Guild Congress, may well be 
as difficult to sot in motion as any bureaucracy. Moreover, until 
huniaji nature is fiiiKiamentally altered, wc arc not likely to be 
completely rid of factions, conflicts and jealousies. 

The Guild Socialist draws a picture full of promise, but his 
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material is carefully chosen. His Guildsman has all the right 
qualities. Syndicalism and State Socialism might do equally well 
under the same conditions, and with the best human material to 
work with, even Capitalism might give a good account of itself. 
Tlio Guild Socialists must give us a workable theory with human 
nature as it is, not with men as they would wish to have them. 
We had almost said men and women, but the only writers who 
mention women, appear to find them a considerable embarrass- 
ment to their scheme. H. Erynard 



EAELY TEICE ASSOCIATIONS IN THE BEITISH 
lEON TNDUSTEY 


A FAVOURITE source of illustrative material for treatises on 
the modern tendency towards industrial combination is found in 
the iron and steel industry, and many chapters are devoted to a 
description of the changes in its organisation during recent 
decades. No writer, however, appears to have investigated those 
early associations in restraint of competition which in this, as in 
other industries, were the forerunners of the more stable and more 
closely-knit forms of combination familiar to us to-day. 

The roots of that modern growth run deep into the eighteenth 
century. About two hundred years ago the British iron industry 
had reached the lowest point in its history, and was, indeed, 
rapidly disappearing from the face of the country, along with 
the woodlands which were the source of its all-important raw 
material. According to a writer ' in the early days of the nine- 
tetmth century, “an Iron Work in this country to produce 1,000 
tons of Bar Iron annually from the ore requires 16,000 acres of 
wood-land to support it, until the succession of woods, in their 
regular course of cutting at sixteen years’ growth, comes round.” 
^riiis estimate is, no doubt, somewhat exaggerated; and from 
otlicr calculations it w'ould appear that less than one-third of this 
acreage should have sufliced, if the whole of the wood cut were 
used as charcoal for making iron. In practice both legislation, 
ill earlier times, and other demands on tlie timber supplies, had 
tended to restrict the ironmaster to the coppice wood and loppings 
from the larger trees; and in some districts the scarcity of char- 
coal was so acute that anyone who brought even a single sack 
to the furnace was regarded almost as a benefactor. Many forges 
in Sussex became nomadic, and furnaces were carried to districts 
even so remote from the ore as the Highlands of Scotland, in 
order to overcome the fuel difficulty. 

In the circumstances of the time competition between 
ironmasters for supplies of charcoal was often acute, and 

^ The anonymoua author of Observations on the Proposed Tax on Pig Iron, 
Loudon, 1806 . 



332 THE ECONOMIC JOURNAL [SBPT. 

thus, wherever any degree of localisation of the industry had 
been reached, there existed a strong inducement for ironmasters 
to enter into agreements as to the price to be paid for charcoal 
and as to allocation of supplies.^ In particular, this was true of 
the Furness area. In 1712 the only two firms in the district— 
the Cunsey and Backbarrow companies — came to an understand- 
ing as to the price to be paid to woodowners and the quota of 
the local supplies of charcoal to be taken by each : if either 
received quantities in excess it undertook to compensate the other 
at the rate of half-a-crown per dozen sacks ; and when woods were 
purchased outright the companies agreed not to bid one against 
the other. Such a combination of buyers was obviously hostile 
to the interests of the woodowners; and in 1748 several of the 
larger proprietors set up a furnace of their own, in order to afford 
an outlet on better terms for the charcoal supplies they i)roduce(l. 
Almost all the lesser woodowners also undertook to boycott the 
“ combiriators ” and to deliver only to the new furnace, at a price 
regulated, under a pliding-scale, by the price of pig-iron in tlie 
Bristol market.^ This agreement lasted for thirty years, and in 
1781 the three chief iron firms in Furness again entered into a 
concordat which continued until the year 1818, when all the 
surviving ironwwks came into the hands of a single firm and 
a local monopoly was established. Agreement as to charcoal 
naturally led to concerted action in other matters ; and soon 
after the middle of the eighteenth century regular meetings of 
local ironmasters were held at the Sun Inn, Penny Bridge, to 
deal with trade affairs, prices, and conditions of employment. In 
1757, for instance, it was agreed “that no bar iron at home be 
sold under £19, at Liverpool £17 i>er ton.” ® 

But so long as charcoal remained the only fuel used in th(' 
making of iron, w’orks were necessarily widely dispersed, corn 
bination was difficult, and regulation of price on anything 
approaching a national scale impossible. 

Conditions w’cre quite different in the infant industry, born of 
the genius of Abraham Darby, which was rapidly growing to a 
lusty youth in the coal-producing districts of England and Wales. 
During the second half of the eighte<3nth century iron manufac- 
ture was increasingly attracted to three main areas where coal 
supplies were identit'ul : the Midlands, and, in particular, Shrop- 
shire and Staffordshire; South Wales; and Yorkshire and Derby- 

' Examples of this tendency arc to bo found in tho Maiisfeld copper industry 
and the iron-smelting of Siegerland. Levy, Monopoly and Competition f pp. 79-81. 

^ Foil. Early Iron Industry of Eurnesst pp. 142—145. 

* Ibidy pp. 2£A, 279, 288. 
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shire. Even as early as 1740 these three districts produced 
together 69 per cent, of the national output of 17,350 tons of 
pig-iron; by 1788 the proportion had risen to 79, by 1796 to 81, 
and by 1820 to 95 per cent.^ 

In the early days of the new industry production was largely 
localised in the neighbourhood of Coalbrookdale and Broseley, 
and the firms concerned were kept busy by the continually in- 
creasing demands for materials required for the construction of 
engines of the Newcomen type. In 1702 Abraham Darby of 
Coalbrookdale, John Wilkinson of the New Willey Company, and 
Isaac Wilkinson of Bersham, enteral into an agreement as to the 
price to be charged for cylinders, pipes, and other articles in all 
markets outside London ^ ; and it was probably out of such agree- 
ments that there arose later an organisation of ironmasters and 
manufacturers of the counties of Shropshire, Worcester, Stafford, 
and Warwick. In 1785, at one of the quarterly meetings of this 
Association held at Stourbridge, resolutions were passed con- 
demning all taxation imposed on industry and trade ® ; and, 
although evidence at this time is scanty, it appears probable that 
the meetings already exercised the control over prices which 
certainly existed a few years later. 

In South Wales the early development of the industry was 
almost entirely the work of immigrant enterprise, capital, and 
labour, drawn from England, and, in i)articular, from Shropshire 
and Staffordshire ; and the English colony soon adopted an 
organisation similar to that which already existed in the Mid- 
lands. In 1802, at a meeting of ironmasters held at Abergavenny, 
at which Tait, of Dowlais, and ITomfray, of Penydarren, were 
present, it was resolved to institute a Welsh Quarterly Meeting, 
and a constitution was adopted : members agreed to pay an 
annual subscription of a guinea, and each new member had also 
lo j)rovido a bowl of punch for the gathering. ‘ The later meet- 
ings of the Association were held at Newport, and prices were 
fixed for foundry and forge pigs and for bar iron each quarter 
Irom 1803 onwards.® In 1810 the prices were left “oi>cn for 
every one to sell as he likes,” but regulation was resumed in 1811, 
and continued till 1824, when the meetings at New[X)rt came to 
an end : it is possible that the Welsh association was absorbed 

' SeetabloB in Scrivenor’s llistary of the Iron Trade and Mushel’a Papers on 
If on and Steel, 

“ Victoria County History : Shropshire. P. 464. 

* Langford, A Century of Birmingham Life, Vol. T., p. 321. 

* Wilkins, History of the Iron, Steel, and Tinplate. Trades, p. 66. 

‘ For South Wales Prices, from Newport Quarter-Day Book, see Scrivenor, 
Appendix, p. 410. 
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by the larger gathering of British ironmasters held that year. 
The local association, however, appears to have been revived in 
the 'thirties, and in 1836 resolutions were passed at Newport that 
the make of pig-iron be reduced 20 per cent., that twenty-two 
furnaces be blown out, and that the price of pig-iron be continued 
at jGIO per ton. “The Staffordshire, Shropshire, North Wales, 
and Scotch ironmasters were requested to join in this arrange- 
ment, to which they acceded.* ** Again, in 1840, an agreed reduc- 
tion in output of 20 per cent, took place. ^ 

Perhaps no form of organisation is so reticent and elusive as 
a trade association ; it neither seeks nor obtains publicity in the 
Press or in official records, unless its conduct is such as to call 
forth protests from the consumer ; and its history has generally 
to be pieced together from casual references made by writers 
interested primarily in other matters. But, as regards the third 
main area of iron production — that of Yorkshire and Derbyshire 
— our information is more definite, and it is possible to trace the 
origin and progress of the combination movement in greater 
detail from an original source. There is, in the Sheffield Public 
Kefcrence Library, “ a volume containing, in manuscript, the 
minutes of meetings of the principal ironmasters of Yorkshire and 
Derbyshire held between 1799 and 1828 ; and most of the material 
for the remainder of this article has been drawn from this 
document. 

At a meeting held in Sheffield on August 11th, 1799, it was 
resolved to form a friendly association of ironmasters^ at the 
meetings of which dissertations on tho processes of the industry 
should be read in rotation by the members. Meetings \v(u-e to 
bo held in March, June, September, and December, on the first 
Wednesday prior to the full moon, at convenient inns in Sherfu lil, 
Leeds, Bradford, Barnsley, Wakefield, or Eotherham. 
annual subscription of a guinea was charged, and members also 
agreed to pay half-a-crown for dinner at each meeting, whether 
they attended or not. Ten members were enrolled at the first 
meeting, and by September, 1801, the membership had increased 
to twenty-nine. At the first meeting Mr. Joseph Dawson was 
elected president. This extraordinary man, formerly a Noncon- 
formist minister, had engaged successively in farming, coal- 
mining, and iron-smelting, and had recently entered into a part- 
nership in the Low Moor Ironworks with a Liverpool merchant 
and a solicitor of Bradford. A friend of Priestley, the chemist, 


* Scrivenor, p. 314, footnote. 

* Jackson Coileotion, 1297. 
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his tastes were scientific and metallurgical, and it was largely due 
to him that the early meetings were occupied mainly with tech- 
nical and semi-scientific questions affecting the industry.^ But, 
whatever the original objects, the association quickly transformed 
itself into an organ for the regulation of prices ; and on Decem- 
ber 3rd, 1800, it was resolved “that an alteration be made in the 
rate of Castings according to prices now agreed on, to take place 
on the Ist Day of January 1801.” 

At subsequent meetings the prices at which various grades of 
pig-iron should be sold were determined. Between 1808 and 
18‘24, for instance, the price of No. 1 pig was altered seventeen 
times and varied between £7 and £li) a ton. Similarly, prices 
were fixed for bar-iron on several occasions. As might be ex- 
pected, castings offered most difficulty; but in 1809, at Wakefield, 
a meeting of founders, sitting apparently as a sub-committee of 
the association, drew up a list of prices, fixed the terms of credit 
allowed to customers, and agreed that six shillings per cwt. 
should be the maximum price for the purchase by foundries of 
old cast-iron. At the next meeting a Chesterfield firm was 
accused of publishing and circulating among its customers part 
of the proceedings at Wakefield, and this firm was subsequently 
expelled from the association. 

As early as 1808 the meeting urged “ a good understanding ” 
with the ironmasters of Wales, Salop, and Staffordshire ; and from 
1810 representatives from Yorkshire and Derbyshire attended the 
meetings at Gloucester, a levy of two guineas being imposed on 
each furnace in blast and on each forge to defray expenses. In 
1813 a resolution was passed welcoming an increase in the price 
of pig and bar iron by the Gloucester meeting, and asserting that 
the members “will at all times coincide with their Brethren in 
the districts of Wales, Shropshire and Staffordshire in any regu- 
lation for the benefit of the Iron Trade at large through the 
Kingdom.” Frequent reference is made to these meetings, and 
on one occasion a donation of twenty guineas is sent to the 
Society of Iron Masters for Wales and the Counties of Salop, 
Stafford, York and the North.” 

But national uniformity was not easy to maintain, and in the 
trade depression that followed the Peace, not only was cx)ntact 
with other districts lost, but the dissolution of the local associa- 
tion was even debated early in 1822. At a later meeting it was 
resolved that “in case it should ..be clearly ascertained that any 


‘For Joseph Dawson see Meade: Coid and Irou Industries t*/ the United 
hinydoifif p. 354, and Mantoux : La lievohition IndustTtelle. 
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charge is made in this district less than agreed prices, any firm 
may sell to same house only at such reduced price, notice being 
given of such deviation to the secretary.” But the trade boom 
which culminated in 1826 was already incubating; and in 1824 
the association was suddenly galvanised into new life. With the 
cessation of the demand for munitions in 1815, some of the more 
prominent firms in the district^ — such, for example, as Messrs. 
Newton, Chambers, and Co., of the Thorncliffe Iron Works — had 
specialised in the production of gas apparatus, gas pipes, and 
lamp-posts. Gas lighting had been known in parts of London 
since 1807, but it was during the later months of 1823 and during 
1824 and 1825 that the flotation of new companies was especially 
marked, and the House of Commons was besieged with petitions 
for Gas Light Bills from all parts of the country.^ News of the 
speculative outburst had reached the North early in 1824, and on 
January 21st it ^as resolved that a special meeting be called at 
Sheffield on February 1st, and “that in the meantime the parties 
here present pledge themselves not to sell pipes in London or else- 
where for less than 9,£ per ton, Money.” The February meeting 
drew up a list of prices for pipes and lamp-posts, and Messrs. 
Jessop, Leah, Field, and Hartop were ap|X)inted to meet tlio 
ironmasters of the Midlands at Birmingham with a view to 
effecting an advance in prices in the London market. A year 
later it was resolved “that 1£ per ton be added to the list of 
prices for London Contract Castings,” and six members were 
appointed to attend a general meeting of British ironmasters in 
London. 

During the frenzy of 1825 and 1826 the supply of iron for 
purposes of all kinds was far below the demand at customary 
prices — a fact insisted upon by the Chancellor in 1825 when ])ro- 
posing a drastic reduction in the import duties on iron ® — and the 
price of No. 1 grade of pig, for example, was raised from 17 
early in 1824, to .£12 lOs. in April, 1825. But the subsequent fall 
was only less rapid, and by the summer of 1827 the price again 
stood at £7. Even at this figure frequent complaints of under- 
selling are made against members of the local association, and 
one of these was expelled. The record ends dolefully in 1828 
with the assertion that “the only effective remedy for the present 
ruinous low price of iron is in a diminished make.” 

No such concerted curtailment of output as that practised in 
South Wales appears to have been adopted by the northern group 

^ Journal of the House of Commons 1823, 1824, 1825. 

* Hansard, March 25ih, 1825. 
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of ironmasterB ; but in 1811 it had been agreed that all members 
of the association should inform the secretary of the extent of 
their unexecuted orders so that prices might be adjusted 
accordingly ; and in the same yeat? the practice of price discrimina- 
tion was introduced. Pig-iron for coastwise transit to New- 
castle and elsewhere was delivered at Hull at a price sometimes 
as much as £1 below that charged to local foundries, and London 
merchants were similarly favoured.' In the case of No. 3 pig, 
which could be used indifferently for forge or foundry purposes, 
discrimination was made in favour of the forge masters. 

Throughout the period regulations as to the terms of credit 
were frequently made, and the granting of more favoured terms 
was then, as now, an easy method by which the banished demon 
of competition could re-enter the house. At this time a credit 
of nine or twelve months, or more, was quite common, and a 
vigorous attempt was made to reduce this too liberal allowance. 
In 1809 it was agreed “that on the sale of each parcel of Pig Iron 
an acceptance shall be taken for the amount at eight months from 
the date of invoice, or an allowance of 5 per cent, for ready 
money ” ; and the credit for cast-iron goods was fixed at six 
months, or 5 per cent, for payment within one month. No 
allowance whatsoever was to be made to “engineers, millwrights 
and others.** For forge pig the maximum credit was fixed at 
nine months. In 1815 the terms for pig-iron were altered to “ six 
months, or discount of 5 per cent, for bill on London at 2 months 
within one month of date of Invoice ** ; and resolutions reaffirm- 
ing this were passed from time to time. 

During the period here considered the tendency towards the 
formation of regulative associations w^as almost inevitable. For 
the iron industry was strongly localised, and fixed capital was 
already so important a factor that, under competitive conditions, 
sales at less than total cost of production must have been frequent. 
“The general charges are so heavy that low prices are only to bo 
met by increasing the productiveness of the work. Thus the 
evil operates to its own extension,’* wrote the author of a pamphlet 
in 1831. But there were other conditions which rendered com- 
bination relatively easy at this period. The fact that smelting 
and manufacture of iron with coke had not yet been adopted 
abroad gave the British producer a great advantage over foreigners 
in the home market and serious competition was felt only from 


* In 1813 Messrs. Darwiu & Co. are accused of having sold 60 tons of No. 1 
®oft pig fop £7 Sheffield manufacturers under the pretence of these 

being London merchants. 
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the high-grade charcoal bar iron of Eussia and Sweden. Even 
here the protective tariff tempered the wind to the British iron- 
master. In 1782 the duty on foreign imports of iron was 
£2 16s. 2d. a ton, and by 1819 this had been raised by successive 
stages to £6 10s. — a tax which, according to Huskisson, amounted 
almost to a monopoly in favour of the British producer. The Act 
of 1785 which prohibited the exportation of machinery and 
artisans also told in the same direction, and the enforcement of 
the Act was undertaken by the ironmasters themselves.' In the 
minutes of the meeting held on April 16th, 1823, reference is 
made to the i^rosecution by Messrs. Walker, of Rotherham, of a 
Mr. Manby “for his having so illegally taken Artisans from 
England to France so much to the detriment of the Iron Trade 
of this country”; and Messrs. Walker are thanked for their 
public-spirited action. Two years later the Act under which this 
prosecution took place was repealed,* and the following year the 
tariff which protected the British ironmaster was drastically 
reduced. 

No account is here attempted of the later history of regulative 
associations in the iron trade ; nor has any reference been made 
to the organisation of other industries at this time. But the iron 
industry was by no means unique. A local, “ horizontal “ com- 
bination possessing similar characteristics existed, for example, 
among the silver-plate manufacturers of Sheffield : from 177t‘l 
to 1784 monthly meetings were held at various taverns, and 
members were fined for failure to attend ; price-lists were agreed 
upon and terms of discount standardised.® Control was similarly 
exercised in the pottery trade about the same period. Babbage 
gives an account of a combination of booksellers in London which 
included some 2,400 members.'^ In a work familiar to all students 
of economic history Professor Levy has described in detail the 
cartels in the northern coal trade and the copper industry.® Some 
of these instances were, no doubt, of a temporary and unstable 
character ; but, considered together, they are evidence of a wide- 
spread attempt on the part of producers to substitute regulation 
for that free competition which some writers — particularly those 

* In 1790, with the support of Matthew Boulton “ a society of respectiible 
manufacturers in the steel trade ** was formed in Birmingham, the object of 
which was to prevent the serving of foreign merchants with serai-manufactuiecl 
goods. — Langford, Vol. I, p. 358, 

* By 5 Geo. IV. c. 97. 

‘Leader: Sheflield in the Eighteenth Century^ p. 88. 

* Econmny of Machinery and Manufactures, Ch. XXXI. Referred to by 
Levy. 

* Monoiioly and Competition. Ch. VI. 
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whose eyes have been fixed exclusively on the textile trades — 
assume to have been all-pervasive during the “industrial revolu- 
tion” in England. Professor Levy speaks of his instances as 
“first variations from the competitive type.” Possibly, after 
further inquiries, we may come to question w]iether the type was, 
in fact competitive ; or whether, after all, it w^as something not 
very different from that protean hybrid which modern analysis 
has revealed to us in the present industrial system. 

T. S. Ashton 



THE THEORETICAL EFFECTS OF RATIONING 
ON PRICES. 


In certain not unusual circumstances it is possible to foretell 
without difficulty whether the price of a commodity, which is being 
sold without restriction of the amounts bought by individual pur- 
chasers, would fall or rise if no person was allowed to buy more 
than a defined quantity. It is interesting to examine the various 
cases mathematically, both to confirm d priori reasoning and to 
find out critical cases where a policy of rationing may produce 
unexpected results. 

The analysis that follows is based on simplified hypotheses, but 
it is believed that the broad results would be little affected if the 
basis was made more general. 

Suppose that the population consists of two equal groups, each 
containing n people. Let the demand function be identical for 
every person in the first group, and that for the whole group he 

so that at price fiix) every person buys * ; and similarly 

H 

let the demand function for the second group be /2(J5). t’all 
the first and second groups the rich and poor re8pe(di\ely. 
In the range under consideration let f\(x)>f 2 {x), and let the 
demand of the rich be less elastic than that of the poor. 

Before rationing let the joint demand function be P(x), and 
let 2q units be sold at price p, of which (q + q\) units are sold to 
the rich, and (q - qi) to the poor. 

Then p=fi(q-hqi)=f 2 (q- qi)=F(2q). 

Write /i(q) = Pi and /2(g) =P2. 

In the region under consideration, suppose that straight lines 
are good approximations to the demand curves. Then they may 
be written ; — 

Rich demand, y -p] + fni(x- q) = 0, DNi in figure. 

Poor demand, i/ - P 2 + 'i^h(x - g) = 0, EN 2 in figure. 

Free joint demand, j/ -p + msfaj- 2g)=0, TB in figure. 
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Here 

ini= -/'i(Pi) = tanfli, m2 = -/' 2(p2) = tan02, W8= - F'(p) = tan 
and from the construction of a joint demand curve, 

Cot 0 = cot B\ + cot ^2* 

In the figure, ON = 23, and NPi=p, the price at which units 
are sold. OM == g, ME =p2, MD=pi. The horizontal line through 
Pi meets the rich and poor demand curves at J and H, and MD 



Freo joint demand ABL, 

Kationod Joint demand AGN. 

at G; BO that qi=HG = GJ. Substituting the co-ordinates of J 
and H in the demand equations, we have — 

p-pi + miqi=0, p-p2-rrhqi = 0. 
p = ipinh+Pt‘mi)/(mi + mt), 
and qi=(pi-p2)l(mi+m^). 

The elasticities of the demands are , which may 

qm^ qrn^ 2gm3 

be written ei, 62, E, where E = i(ei + C2). 

The free joint demand equation may be written 

{mi 4- m2)y - (pim2 +P 2 W 1 ) + mim^{x -> 2g) = 0. 

Now let the consumption per individual be limited to qin per 
head ; that is to q for each group. 

In the rich demand curve the vertical DM replaces DNi, and 
for the poor EM replaces ENi. The joint demand breaks off from 
its former course at A , where DA is horizontal, runs in direction 
^2 till it meets NPi at C, where EC is horizontal, and then drops 
to N. 
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The equation of 40 is + “25) = 0. 

We may distinguish seven cases for the nature and control of 
the supply : — 

1. Complete control of supply by the Government. 

Suppose that the Government had been issuing 2q units of 

sugar monthly, purchases being unrestricted. Then the price 
would be NPi=p. 

(a) Now let purchases be restricted to q/n for an individual. 
In order that the whole 2q should be used, the price must be fixed 
at p2 from the poor demand curve. 

The fall in price is 

P - P 2 = (Pl - Pi)m 2 / (Wi + m2) = (Pi - Pi) I (1 +^, 

The rich obtain qi units less, the poor qi units more. 

The loss to the Government is 2(p - p2)q ; the increase in con- 
sumers’ rent to the rich is (p-p^)?- ^^^id to the jX)or 
is (p - P2)(^ - iqi). The loss to the Government is greater the 
gain to total consumers* rent by Jqi(pi - P2) = iqi*(wi + m2). 

(b) Suppose the ration fixed as before, but the price kept at 
p, the i)oor would buy q-qi units, as before rationing ; the rich 
would have to reduce their purchases by 51. I'he Government losi's 
5iP cash, but saves qx units sugar. The rich consumers’ rent is 
diminished by iqi’mi. 

2. Complete control of a fixed Rupply by monopoly. 

Suppose that a combination of firms possessed the whole suppl;/ 

of dates and that no more could be imported. Let this suf)pJy he 
2q or more. 

Then the ordinary theory of monopoly prices would be illus- 
trated by the figure, if O'L replaced ON as axis, where O'L meets 
the free joint demand curve at L, bo that O' L = iq. Then profit 
is maximised when 2q is sold at KPi, where K is on O'L and 
NPi ; if the supply is greater than 2q the excess is not sold. 

Let AG meet O'L at R and 00' at Ti. 

Then with the restricted demand curve profit is maximised at 
P2, the middle point of i?Ti, and the price is higher than before; 
less is sold, and the consumption of both rich and poor is curtailed. 
Details and exceptional cases can be found as in the next section. 

If the original supply were less than 2q (the amount that 
maximises profit), then before rationing the whole supply was sold 
at a price higher than p ; in this case whether the price falls or 
rises after rationing depends on intricate relationships between the 
letters. 

3. Complete control of a continuous supply by monopoly. 
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Suppose that a combination has complete control of the supply 
of petroleum, and can produce an indefinite amount at a cost of 
c units of price per unit quantity. 

Let 00 ' =c, 0 'L= 4 q. 

The price for unrestricted demand will be NPi = p, and 
Pj - c = XL tan 0 = 251713. 

For restricted demand the price and quantity (for maximum 
profit) are given by P2, as in the former case. Let p' be the new 
price. 

From the equation of restricted demand OTi = p2 + 2 m 2 q. 

p' = i( 0 Ti 4- c) = l ip + p2 + 25 (1712 - ^ng)). 

Eise in price = p' - p = 5(1112 - ^^3) - which is 

positive, unless 5i> amount originally bought by 

Hij “f" 1^2 

tlie poor was very small. 

The quantity sold is lO'U = ^{ 2 q^-ip 2 -c)lm 2 }. 

The diminution in quantity is — 

U2q + (p - P2 - 2qm3)/m..} - i'ii. 


of which that to the rich is (ji and that to the poor--^^^* 

The new amount purchased by the poor is only greater than 
half the former amount by 

2(714+7712)’ 

It is unlikely, however, that rationing would take place in 
cases 2 and 3 without also the fixing of a maximum price. With- 
out further hypothesis relating to the amount of profit that would 
preserve the industry, it cannot be stated how low the price could 
be put. Further, the supply might be diverted to other countries. 


In the remaining cases we suppose a free competitive supply. 

4 . Constant return. Supply represented by the line GPi. 
There seems to be no obvious illustration; perhaps beer is a 

possible case. 

Before rationing, suppose 25 units were sold at a price p = NPi. 
The equation of the supply curve will be y-p. 

The poor get the same quantity as before at the same price. 

The rich get qi units less, 

If a price lower than p were fixed, no siqiply would be forth- 
coming. 

5 . Decreasing return, c.g., milk. 

Let j/-p== 7714(0?- 25) be a sufficient approximation to the 
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supply curve, so that 2q units are sold at p per unit before ration- 
ing. This line falls to the left from Pi. 

(a) After rationing we have, by solving with the second joint 

demand equation, the price = and the quantity^ 


2q- 


P-Pt 


The reduction in price=~^^^qi, in quantity 

The rich get qi units less, and the poor more, 


than before ; the poor have, in fact, g- 




Qi units. 


m2+m^ 

(b) To find the largest ration that rich and poor alike will buy, 
we must find a value of y, so that the corresponding x on the 
supply curve shall be twice that on the poor demand curve ; the 

value for the ration is then may be written 

where R and P are the pre-ration consumption 
of the rich and poor. The increase to the poor is 
decrease to the rich 

The price will then be g» lower than before rationing. 

6. Increasing return. 

Perhaps bricks will serve as an illustration, the competitors for 
building being cinema proprietors and the middle class. 

The supply equation may be written y - p + 0, 

where ms<mz. 

This line is through Pi within the angle APiG, 

(a) After rationing at qjn per head, the price rises by (/i- 


and the whole quantity falls 




Tn^— mg 


«, 3i- 


The poor now only secure in all q — - 


m. 


mg— mg 


3i> 


i.e. 


m* 


— q. less than before. 

mg— wig 


(b) If the ration is now reduced to g ^< 4 — Qi> all can buy 

it at price • which is greater than p, but the i)oor get 
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— less than in the free market. If 2m6>m2 there is no 

solution for an equal ration. 

7. Limited supply. 

Suppose that there is a supply of dates, which cannot be 
replenished, and that is held by a number of dealers in competi- 
tion with each other, instead of by a monopoly as in Case 2. 

In the ordinary conditions of an open market the whole (2q) 
will be sold at the price p. 

If now the ration is fixed at q the whole will still be sold at the 
greatest price obtainable, viz. p 2 . The rich get qi less and the 
poor qi more than before, as in Case 1 (a). 

If the resulting price is sufficient to give the traders a reason- 
able profit, this appears to be a case where rationing without price- 
fixing leads to favourable results. The gain in consumer’s rent 
is, however, less than the loss to the traders. 

It is to be presumed that the object of rationing is either to 
reduce consumption, or to equalise consumption among different 
classes, or to increase the amount available to the poor. The first 
object is obtained by rationing in all the cases analysed above, 
except 1 (u), where the intention is to maintain consumption, and 
in 7. 

The difference between rich and poor, being 2qi before ration- 
ing, is reduced to zero in 1 (a), 5 (b), and 6 (b) ; it is halved in 4, 

reduced to \ of its former amount in 5 (a). It is 

2K+W4) 

diminished, increased, or left unchanged in 6 (a), according as 
uii)>, <, or =2 n? 5 . It is increased in 2 and 3 if 
2tn2q>3(mi + m^)qi, 
which is quite possibly the case. 

The amount purchased by the poor is increased in 5 (a) and (b) 
and 7, and in these cases here is to be found the best defence for 
rationing where supply is free. It obviously can be increased in 
1, where there is complete control, at a sacrifice of income. It is 
unchanged in 4, constant return. There is a loss, which may be 
considerable, in 6 (a) and (b). There is a loss in 2 and 3, except 
in the unlikely case that + 

Fixing prices below their height before rationing necessitates 
rationing, except in the case of monopoly, and in 7, where the 
fixing may have good effect by itself. 

In every case of rationing (except 1 (a)) the amount sold is 
decreased, and in 2, 3, and 6 the price rises, while in 1 (b), 6 
«'ind 7 it falls. 
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Expenditure falls in all cases, with the possible exception of 6, 
and there is additional purchasing power in the hands of the 
public, which will have the effect of raising the price of unrationed 
goods. It is hardly necessary to say that there is a loss of con- 
sumers* surplus in this process. 


The analysis can be extended to include n separate demands, 
if we can assume that the majority bought some of the com- 
modity in question at the pre-rationed price. In the contrary 
case the joint demand curve as described below would contain 
negative elements, and the concave polygon would be replaced by 
a figure descending irregularly. In particular the solutions in 
cases 2 and 3 would become ambiguous, and it could not be stated 
generally how the price would move after rationing. 

Let the equations of demand be y-pt + mt (x- q)-0, where t 
has values 1 to n, and p!i>p 2 . . .>p»i. 

The free joint demand is y - P + M{x - Q) = 0, where Q-nq, 


^ — vJ: P— ~ 


In the figure we must suppose N shifted to the right till 
ON = OMXn, while the line AB becomes more nearly horizontal ; 
at the same time w— 2 more lines similar to HN 2 must be 
inserted. 

The rationed joint demand breaks away from AB at A and 
becomes a concave |X)lygon of n-1 sides of which the last is 
parallel to the lowest demand curve. 

The equations of its sides are Y - Pr + MAX - where 

r has values 2 to n, and 


J=n 1 


pt 


Mr ^^t=r rrit 

The final part of the demand is = Q, from the height pn (lo\vi> 
wards. 

In brief, the straight line /lO is replaced, when n is great, by 
a curve touching AB at A^ and terminating at C shifted to the 
right. 

The actual changes in price and quantity can no longer be 
expressed in simple formulae, but the directions of movement are 
the same. 

In Case 1 (a) the gain in consumer’s rent is 
Q{P-Pn)--mP-Pt)V^U 
while the loss to the Government is Q(P- Pn). 

In Case 1 (b) all those persons in whose demand lines pt>P 
obtain less, and the remainder obtain the same as before. 



1920] THE THEOBETICAL EFFECTS OF BATIONING ON PRICES 347 

In Cases 2 and 3 the new price is the point of contact of that 
tangent to AG whose intercept by O'L, D'T is bisected at the 
point of contact, and this price is higher than P, while the quan- 
tity sold is less to every individual. If, however, in Case 2 the 
supply was less than that which would give maximum profit for 
an indefinitely large supply, there is no simple solution. 

Case 4 is unaffected. 

In Case 5 (a) the price falls, and those for whom pt<P have 
more. 

In Case 6 (b) everyone can obtain a ration 
p 

where measure the elasticity of the supply 

curve and the lowest demand curve. 

Case 6 is unaffected. 

In Case 7, if the various dealers are in complete competition 
and the ration fixed at 1/nth of the whole supply, the price will 
tend downwards to which theoretically it would reach. 

A. L. Bowlky 



THE MEASUREMENT OP THE INEQUALITY OF 

INCOMES 


1. It is generally agreed that, other things being equal, a con- 
siderable reduction in the inequality of incomes found in most 
modern communities would be desirable. But it is not generally 
agreed how this inequality should be measured. The problem of 
the measurement of the inequality of incomes has not been much 
considered by English economists. It has attracted rather more 
attention in America, but it is in Italy that it has hitherto been 
most fully discussed. The im]x>rtancc of the problem has been 
obscured by the inadequacy of the available statistics of tlu^ 
distribution of income in all modern communities. To such 
statistics as we have, no very fine measures can be applied. The 
improvement of these statistics is the business of statisticians, 
but the problem of measuring and comparing the inequalities, 
which improved statistics would more precisely reveal, should be 
capable of theoretical solution now. No complete solution is 
presented in this paper, but only a discussion of certain points of 
principle and method. 

2. First, as to the nature of the problem. An American 
writer has expressed the view that “the statistical problem behiie 
the economist in determining upon a measure of the inequality 
in the distribution of wealth is identical with that of the biologist 
in determining upon a measure of the inequality in the distrilui 
tion of any physical characteristic.” ^ But this is clearly wrong. 
For the economist is primarily interested, not in the distribution 
of income as such, but in the effects of the distribution of income 
upon the distribution and total amount of economic welfare,, which 
may be derived from income. We have to deal, therefore, not 
merely with one variable, but with two, or possibly more, between 
which certain functional relations may be presumed to exist. 

A partial analogy would be found in the problem of measuring 
the inequality of rainfall in the various districts of a large agri- 
cultural area. From the point of view of the cultivator, what is 
* Persons, Quarterly Journal oj Economics, 1008-9, p. 431. 
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important is not rainfall as such, but the effects of rainfall upon 
the crop which may be raised from the land. Between rainfall 
and crop there will be a certain relation, the discovery of which 
will be a matter of practical importance. The objection to great 
inequality of rainfall is the resulting loss of potential crop. The 
objection to great inequality of incomes is the resulting loss of 
j)otential economic welfare. 

Let us assume, as is reasonable in a preliminary discussion, 
that the economic welfare of different persons is additive, that 
the relation of income to economic welfare is the same for all 
members of the community, and that, for each individual, mar- 
ginal economic welfare diminishes as income increases. Then, 
if a given income is to be distributed among a given number of 
persons, it is evident that economic welfare will be a maximum, 
when all incomes are equal. It follows that the inequality of 
any given distribution may conveniently be defined as the ratio 
of the total economic welfare attainable under an equal distribu- 
tion to the total economic welfare attained under the given 
distribution. This ratio is equal to unity for an equal distribution, 
and is greater than unity for all unequal distributions. It may, 
therefore, bo preferred to define inequality as this ratio minus 
unity, but for comparative purposes this modification of the 
definition is unnecessary. Inequality, liowever, though it may 
be defined in terms of economic welfare, must be measured in 
terras of income. 

3. Starting from the above definition, it is clear that, if we 
assume any precise functional relation between income and 
economic welfare, we can deduce a corresponding measure of 
inequality. It is also clear that, under this procedure, no one 
measure of inequality will emerge, whose appropriateness will be 
independent of the particular functional relation assumed. 

The procedure suggested may be illustrated by two examples. 
Take, first, the hypothesis that proportionate additions to income, 
in excess of that required for “bare subsistence,” make equal 
additions to economic welfare. This is Bernoulli’s hypothesis, 
except that economic w’^elfare is substituted for satisfaction.' 

Then, if tu=economic welfare and x = income, we have — 


i4J = loga; + c. 

If Ti, (r 2 , . . . TnUre individual incomes, whose arithmetic mean 

' A discussion of tho distinction, if any, betwoon economic welfare and 
satisfaction lies outside tho scope of this paper. 
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is Xa and geometric mean Xg, the corresponding measure of 
inequality is, by our definition — 

n log Xg+nc log Xg+c' 

If we assume that, when x = l, w = 0, then c=0,.and our 
measure of inequality becomes sight, 

be thought tliat a still simpler, and practically equivalent, measure 
will be A but this simplification raises a question to which 

Xg 

further reference will be made below. 

The above hy}X)thcsis, however, is not satisfactory. Apart 
from the difficulty that only income in excess of that required 
for “bare subsistence” is taken into account, it is clear that too 
rapid a rate of increase of economic welfare is assumed, when 
income becomes large. After a certain point it is pretty obvious 
that more than proportionate additions to income will generally 
be required, in order to make equal additions to economic welfares 
To be even tolerably realistic, a formula connecting income with 
economic welfare should satisfy the following conditions. 

(1) Equal increases in economic welfare, at any rate after 
income is greater than a certain amount, should correspond to 
more than proportionate increases in income ; (2) economic wel- 
fare should tend to a finite limit, as income increases indefinitely; 
(3) economic welfare should be zero for a certain amqimt of 
income, and negative for smaller amounts. These conditions are 
satisfied, if we assume that the relation of economic welfare to 

income is of the form so that w — c -i, where c is a con- 

X 

stant. For then, however large x becomes, to can never become 

larger than c, and, when x is less than i, w is negative.^ If we 

c 

adopt this formula, which appears to be a good compromise of 
its kind between plausibility and simplicity, the corresponding 
measure of inequality is — 



1 

Q — . 

Xa 

Xa 

n 


— — . 

C — — 


Xh 


where Xh is the harmonic mean of the individual incomes, and 


* If it wero practicable to fix a unit of economic welfare, it would have to o 
fixed, in relation to the unit of income, so that both theso attributes of c wou ( 
hold good. There is no theoretical objection to this. 
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Gy as already stated^ the reciprocal of the minimum income, which 
yields positive economic welfare. 

Both the measures of inequality obtained above are simple 
in form and have a certain theoretical elegance. But neither is 
readily applicable to statistics. The arithmetic mean is, indeed, 
easily calculated from perfect statistics, and fairly easily approxi- 
mated to from imperfect statistics, but the corresponding calcu- 
lations for the geometric and harmonic means are very laborious, 
when the number of individual incomes is large, and the corre- 
sponding approximations, especially for the harmonic mean, are 
practically impossible, where the statistics show more than a 
small degree of imperfection. The first of the two measures, 
moreover, involves an estimate of the income necessary for “bare 
subsistence,” and the second an estimate of the minimum income 
which yields positive economic welfare. And neither of these 
estimates are easily made. Nor, of course, have we really any 
precise knowledge of the functional relation between income and 
economic welfare. 

4. Failing such precise knowledge, we may still lay down 
certain general principles, which shall serve as tests, to which 
various plausible measures of inequality may be submitted. We 
have, first, what may be called the principle of transfers. Main- 
taining the assumptions laid down in Section 2 above, wo may 
safely say that, if there are only two income-receivers, and a 
transfer of income takes place from the richer to the poorer, 
inequality is diminished,^ There is, indeed, an obvious limiting 
condition. For the transfer must not be so large, as more than 
to reverse the relative positions of the two income-receivers, and 
it will produce its maximum result, that is to say, create equality, 
wlicn it is equal to half the difference between the ^’o incomes. 
And we may safely go further and say that, however great the 
number of income-receivers and whatever the amount of their 
incomes, any transfer between any two of them, or, in general, 
any series of such transfers, subject to the above condition, will 
diminish inequality.* It is possible that, in comparing two dis- 
tributions, in which both the total income and the number of 
income-receivers are the same, we may see that one might be able 
to be evolved from the other by means of a series of transfers 

^ Coxnparo Pigou, Wealth and Weljarc, p. 24. 

^ Inequality is cortain to bo diminished by a series of transfers such that 
all transfers from A, the richer, to J?, tho poorer, still leave A richer than, 
or just as rich as, B, But if some of the transfers make B richer than A, 
^ is possible that the effects of the series of transfers might cancel out and 
eavetho inequality the same as before. 

No. 119.— VOL. XXX. B B 
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of this kind. In such a case w6 could say with certainty that 
the inequality of the one was less than that of the other. 

5. Let us now apply the principle of transfers to various 
measures of dispersion used by statisticians for measuring in- 
equality in general. A distinction may be drawn between measures 
of relative dispersion and measures of absolute dispersion. 
Measures of relative dispersion will be simply numbers, while 
measures of absolute dispersion will be, in the present case, 
numbers of units of income. Most of the general measures of 
dispersion proposed by statisticians are measures of absolute dis- 
persion, but arc easily transformed into measures of relative 
dispersion, when divided by an appropriate divisor. 

Consider first the mean deviation from the arithmetic mean. 
This measure is the sum of two parts, one of which com])rises 
the deviations above, the other the deviations below, the mean.^ 
It is a bad measure, judged by the principle of transfers, for it is 
unaffected by transfers within either part, provided that no 
income previously above the mean is reduced below it, and con- 
versely. The transfer of a given sum from incomes above the 
mean to incomes below it, as, for example, by the provision of 
old age pensions for persons of small incomes from the proceeds 
of a tax on large incomes, would obviously reduce the mean 
deviation. But it would be unaffected, if such pensions were pro- 
vided by a tax levied on those whose incomes were just below 
the mean, or if additional comforts for millionaires were provided 
from a tax on those whose incomes were just above the mean, 
provided that none of the latter were reduced below the mean 
by the tax. 

The mean deviation is a measure of absolute dispersion. If 
we divide it by the arithmetic mean, we obtain what we may 
call the relative mean deviation, which is equally insensitive to 
transfers wholly above or wholly below the mean. 

Consider next the standard, or mean square, deviation from 
the arithmetic mean, i.e., the square root of the arithmetic 
average of the squares of deviations from the arithmetic moan. 
The standard deviation is iKjrfectly sensitive to transfers,* and 
thus passes our first test with distinction. Dividing the standard 

^ Thus if Sj is the sum of the deviations of incomes greater than the mean 
and S 2 the sum of the deviations of incomes less than the moan, the mean 

deviation == -(Si-I-S,), where n is the total number of incomes. 
n 

* For, if t be the initial standard deviation of any distribution of n incomes, 
and 8' the standard deviation after an amount h has been transferred from an 
income a?, to an income aj^, all other incomes remaining the same, wo have 
- 24“. Therefore only if h^o or if 
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deviation by the arithmetic mean, we obtain what may be called 
the relative standard deviation. This, too, is perfectly sensitive 
to transfers. 

Consider next Professor Bowley’s quartile measure of disper- 

sion, > where Qi and Qa are quarfciles.' This is a measure 

of relative dispersion. It is sensitive to transfers, in so far as 
these involve movements of the quartiles, but not otherwise. In 
this respect it is somewhat more sensitive than the mean devia- 
tion, but much less sensitive than the standard deviation. 

An interesting measure of dispersion, which has not, I think, 
hitherto attracted the attention of English writers, is Professor 
Gini’s mean difference, which, as applied to incomes, is the arith- 
metic average of the differences, taken positively, between all 
possible pairs of incomes.’ It may be shown that this mean 
difference is equal to the weighted arithmetic mean of deviations 
from the median, the weights being proportionate to the number 
of incomes, increased by one, which are intermediate in size 
between the median and the income whose deviation is being 
considered.® The mean difference, thus defined, is a measure of 
absolute dispersion. Dividing it by the arithmetic mean, we 
obtain a measure of relative dispersion, which may be called the 
relative mean difference. The mean difference, whether absolute 
or relative, is perfectly sensitive to transfers. 

Another interesting measure of inequality is based upon what 
some writers have called a Lorenz curve.* (See next page.) 
This is a simple and convenient graphical method of exhibiting 
any distribution of income, provided that our interest is confined 
to proportions, rather than absolute amounts, both of total income 
and of the number of income-receivers. 

Along the axis Ox are measured percentages of the total 
income, and along the axis Oy the minimum percentages 
of the total number of income-receivers, who receive various 
percentages of the total income. For example, if the 
richest 20 per cent, of the population received 75 per cent, 
of the total income, this fact wmuld determine one point (a: = 75, 
I/=20), upon the Lorenz curve, A perfectly equal distribution 


* Compare Bowley, JSlementa of Statistiesi p. ia6i 

* Boo, for a disouaaion of this measure, Gini, VariabUiid e Mtitabilitd. 

* Gini, tbtd., pp. 82-33. 

* Originally proposed by Mr. M, O. Lorenz, Puhlicationa oj the American 
Slatistical Association (1907), Vol. ix, pp. 209 fl. M. St^ailles also recommended 

apparently independently, in 1910 in his Repartition des Fortunes en France^ 
PP> 66-7, Sir Leo Ghtozza Money had already given hints of this measure in his 
and Poverty, fimt pubUahed in 1905. 


B B 2 
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would be represented by the straight line OP inclined at an angle 
of 45® to either axis. An unequal distribution would be repre- 
sented by a curve, such as OQP, lying below the line OP. If 
MP is i)erpendicular to OM, OAf =AfP=«100, and an obvious 
measure of inequality is the area enclosed between the Lorenz 
curve and the line of equal distribution OP. The larger tjiis area, 
the larger the inequality. 



A remarkable relation has been established between this 
measure of inequality and the relative mean difference, the former 
measure being always equal to half the latter.' 

Something will be said below concerning Professor Pareto's 
well-known measure of the inequality of incomes. But this 
measure cannot be tested, with reference to the principle of trans- 
fers, since it is based upon a supposed law, according to which, 
if the total income and the number of income-receivers are known, 
the distribution is uniquely determined. 

6. So far, then, as tested by the principle of transfers, the 
standard deviation, whether absolute or relative, and the mean 
difference, whether absolute or relative, are good measures ; Pro- 
fessor Bowley’s quartile measure is a very indifferent measure; 
the mean deviation, whether absolute or relative, is a bad niea.‘uire ; 
and Professor Pareto’s measure evades judgment. But the scope 
of the principle of transfers, as a test of measures of inequality, 
is narrowly limited. It can only be applied to some cases— and 
by no means to all — in which both the total income and the 
number of income-receivers are constant, and distribution varies. 

^ For a mathematical proof of this see Bicoi, V Indice di Variabilitdi, pp. 22 - 24 . 
The proof was first given, apparently, by Professor Gini. Another most elegant 
proposition, duo to Professor Ricci (i^., pp. 32-33), is that, if any straight line 
be drawn parallel to the line of equal distribution, then all the Lorenz curves, 
to which this straight line is a tangent, represent distributions having the same 
relative mean deviation. 

• Professor Pigou {Wealth and Wdjare, p. 25 n.) uses the following argumen 
to prove that, in these circumstances, a reduction in the standard deviation wi 
probably increase aggregate satisfaction. “If A be the mean income an 
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It cannot be applied when either the total income or the number 
of income-receiverB varies, or when both vary simultaneously. 
For these more general cases further tests are required, and three 
general principles suggest themselves as serviceable for this 
purpose. 

7. We have, first, what may be called the principle of pro- 
portionate additions to incomes. It is sometimes suggested that 
proportionate additions to, or subtractions from, all incomes will 
leave inequality unaffected.^ But, if the definition of inequality 
given above be accepted, this is not so. It appears, rather, that 
proportionate additions to all incomes diminish inequality, and 
that proportionate subtractions increase it. This is the principle 
of proportionate additions to incomes just referred to. A general 
proof of this principle presents difficulties, and is not attempted 
here, but the proof in two important special cases is easy. For, 
first, assume, using the same notation as in Section 3 above, that 
the relation of income to economic welfare is tr = loga:. Then, 
if 8 be the inequality of any given distribution, we have 

S- >oga^« 

Let all incomes be multiplied by 6 and let 8' be the inequality 
of the new distribution. 


O), a , . . . . doviation? from the moan, aggregate satisfaction, on our assumption 

=n/(4) + {a,+a.,+ . . . )/+^(<i.*+Oa‘+ .... )r+^,{a,H<h '+ .... )/"'+ .... 

But wo know that .... **0. Wo know nothing to suggest whether the 

sum of the terms beyond the third is positive or negative. If, therefore, the 
third and following terms are small relatively to the second term, it is certain, 
and, in general, it is probable that aggregate satisfaction is larger, the smaller 
is ....). This latter sura, of course, varies in the same sense os 

the .... standard deviation.’* This argument would be strong, if all deviations 
were small, t.c. if inequality were already very small. But when, os is the 
COSO in all important modem communities, a number of the deviations ore very 
large, it is quite likely that successive terms in the expansion will go on increasing 
(numerically) for some time, and this is specially likely as regards the series of 
alternate terms, which involve deviations raised to cren powers. This likeli- 
hood will vary according to the form of the function /, but it seems clear that 
tlio third and following terms cannot, in general, be neglected. It follows that, in 
general, there is no certainty and only a somewhat low and problematical degree 
of probability, that a reduction in the standard deviation will increase satis- 
faction. There is no reason to suppose that it is not at least equally probable 
that a reduction in certain other measures of dispersion will have the same effect. 
One good test of the relative appropriateness of various measures of the 
inequality of incomes would bo the relative probability that a reduction in 
such measures would increase economic welfare (or satisfaction), on the as- 
sumption that both the total income and the number of income receivers were 
constants. But the evaluation of such relative probabilities presents difficulties. 
^ See, e,g,, Taussig, Prinoiplea o* Economics, II, p. 486. 
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Then , and, since Xa>Xg, we have S>8' if 

Jog 6^+log 

log ^>0, that is to say, if 0>1. 

Similarly, 8<8', if tf<l. 

That is to say, proportionate additions to all incomes diminish 
inequality and proportionate subtractions increase it.^ This is 
true, if X is the total income of any individual. A fortiori, it is 
true, if X is surplus income in excess of “bare subsistence.” For 
equal proportionate additions to surplus income involve larger 
proportionate additions to total income, when the latter is large, 
than when it is small. A series of transfers from richer to poorer 
will, therefore, transform proportionate additions to surplus 
incomes into proportionate additions to total incomes. 

Next assume that the relation of income to economic welfare 

is w = Then, if 8 be the inequality of any given distribu- 

X 



tion, we have 8=- ^ ^ 

c — — 

Xh 

Let all incomes be multiplied by 0 and let 8' be the inequality 
of the new distribution. 

1 

Then S'= , and we have 8>6', if {Xa — Xf) (^-1)>0. 

But Xa^Xh- S>S', if ^>1. 

Similarly, 8<8' , if ^<1. 

That is to say, proportionate additions to all incomes diminish 
inequality, and proportionate subtractions increase it. 

8. If the principle of proportionate additions to incomes ih'n 
enunciated be provisionally accepted as true generally,* and nut 
merely for the particular hypotheses just examined, a second 
principle follows as a corollary. This may be called the principle 
of equal additions to incomes, and is to the effect that cqu.d 
additions to all incomes diminish inequality and equal subtrac- 
tions increase it. Here, again, a direct general proof presents 

^ If we write SssXa/xg, instead of J=:log a?./ log a?,, proportionate additions or 
subtractions will leave inequality unaffected. It follows that xjxp is not a mere 
simplification of the measure log Xaj log Xg arrived at in section 3 above, but is a 
distinct, and inferior, measure. 

* The additions must, of course, be genuine. Inequality in this country 
would not bo diminished by reckoning everyone’s incomo in shllUngs, instead of 
in pounds. Units of money income in any two oases to be compared must have 
approximately equal purchasing power. 
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difficulties, though several writers have regarded the principle as 
so obvious that no proof is required.^ But as a corollary of the 
preceding principle the proof is easy. For, let, the total addi- 
tional income involved in proportionate additions to all incomes 
be redistributed among income-receivers in such a way as to 
make equal, instead of proportionate, additions to all incomes. 
Then the addition to maximum economic welfare attainable is 
the same in both cases. But the addition to economic welfare 
actually attained is obviously greater, when additions to incomes 
are equal, than when they are proportionate. Therefore, 
inequality is smaller after equal additions have been made than 
after proportionate additions have been made, the total additional 
income being the same in both cases. But proportionate addi- 
tions reduce inequality. Therefore, a fortiori, equal additions 
reduce inequality.* 

9. The third principle may be called the principle of propor- 
tionate additions to persons, and is to the effect that inequality 
is unaffected if proportionate additions are made to the number 
of persons receiving incomes of any given amount. This, again, ■ 
is easily proved. For the maximum economic welfare attainable 
and the economic welfare actually attained will both have been 
increased in the same proportion, and hence their ratio will bo 
unaltered. 

10. We may now test, by means of these three principles, the 
measures of inequality which have already been tested by means 
of the principle of transfers. Simple ftiathematical operations 
yield the following results 

Effect of 

Proportionate Ecjiial Proportionate 

Additions to Additions to Additions to 

Upon : Incomes. Incomes. Persons. 

Absolute Mean Deviation Increased ... Unchanged ... Unchanged 

Relative Mean Deviation Unchanged ... Diminished ... Unchanged 

Absolute Standard Deviation. ... Increa.scd ... Unchanged ... Unchanged 

Relative St andard Deviation. . . . Unchanged . . . Diminished . . . Unchanged 

BowJoy’s Quartilo Measure Unchanged... Diminished ... Unchanged 

Absolut-o Mean Difference Increased ... Unchanged ... Unchanged 

Relative Mean Diiforonoo Unchanged... Diminished ... Unchanged 

Here the three absolute measures of dispersion give one set 
of identical results, and the fonr relative measures another. None 

^ ** An equal addition to everyone’s income obviously makes incomes 

more equal than they would otherwise bo.” Cannan, Elementary Political 
Economy, p. 137. See also Loria, La Sintesi Economica, p. 369. 

^ Or alternatively, the total additional income being given, a distribution 
involving equal additions to all incomos may bo evolved from a distribution 
involving proportionate additions to all incomes by,means of a sorios of transfers 
from richer to poorer. 
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of the seven measures pass the test of proportionate additions to 
incomes, but the relative measures come nearer to doing so than 
the absolute measures.^ The relative measures pass the test of 
equal additions to incomes, but the absolute measures do not. 
All seven measures pass the test of proportionate additions to 
persons. We may therefore eliminate the three absolute measures 
from further consideration. As between the four relative 
measures, the order of merit established by reference to the 
principle of transfers may stand, so far, unchanged, viz. : — 

1 and 2. Eelative standard deviation and relative mean differ- 
ence (bracketed equal). 

3. Bowley’s qiiartile measure. 

4. Eelative mean deviation. 

11. Can Professor Pareto’s measure be brought into this order 
of merit? This is a relative measure, which is only applicabh’. 

A 

when distribution is approximately of the form y- ~y where x 

7r 

is any income, y the number of incomes greater than a;, and A 
and a constants for any given distribution, but variables for 
different distributions.^ Assuming this formula for distribution, 
which, as Professor Bowley has shown,® is the same thing ns 
assuming that the average of all incomes greater than x is pro- 
portional to Xj Professor Pareto treats a as the measure of ine- 
quality, in the sense that, the greater o, the greater inequality. 
It follows mathematically that “neither an increase in the mini- 
mum income nor a diminution in the inequality of incomes can 
come about, except when the total income increases more rapidly 
than the population.” ‘ In other words, increased production ])er 
head is both a necessary condition and a sufficient guarantee of 
a diminution of inequality. 

Professor Pareto’s law, about w^hich much has been wrifton 
both by way of criticism and of qualified appreciation, implies? 
a uniformity in distribution, which makes it impossible to ajqdy 
either the principle of transfers or the principle of equal additions 
to incomes. Like the four other measures just considered, it is 

^ It should bo noticed that, if we are comparing the inequality of two 
distributions by means of a measure which is unchanged by proportionate 
additions to incomes, it is not necessary that the unit of money income in 
the two distributions should have approximately the same purchasing power. 

* Compare Pareto, Cours d^Economie Politique, II, pp. 305 ff, and Manuel 
d' Economic Politique, pp. 391 H. 

* Mcamremcnt o] Social Phenomena, p. 100. 

* Couro, II, pp. 320-1. 
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unchanged both by proportionate additions to incomes and by 
proportionate additions to persons. It has been suggested ^ that 
this measure, where it is applicable, will be in general accord 
with other plausible measures of dispersion. But, in view of the 
investigations of Italian economists, this is very doubtful.* It 
seems on the whole more likely, though the question requires 
further study, that, in order to bring it into general accord with 
other measures, the Pareto measure should be inverted, so that, 
the greater a, the smaller inequality. But such an inversion will 
explode Professor Pareto’s alleged economic harmonies, and it 
will follow, according to his law, that increased production per 
head will always mean increased inequality ! 

According to Professor Gini,* many actual distributions of 
income approximate to the formula 

n = - 8*, or log n — 8 log s— log c, 
c 

where s is the total income of the n richest income-receivers and 
8 and c are constants for any given distribution. He proposes 8 
as a measure of inequality, or “index of concentration,” as he 
prefers to call it, such that, the greater 8, the greater inequality. 
'Phis formula is a more convenient variant of Professor Pareto’s, 

such that 8=-- ,and, as a diminishes from any quantity greater 

ct — 1, 

than one down to one, 8 increases up to infinity. 

The equation log n=8 log 5 log c is easily transformed into 
that of a Lorenz curve. For, if N is the total number of income- 
receivers and S the total income, we have 


log N = 8 log S - log c. 
• . log = 8 log I . 


PnUitig ^ = 


y 

100 




have the equation of a 


Lorenz curve, 
or 


log = 8 log ^ 

^100 ^ 100 

= (±) . 

100 \ 100 / 


' Sec, e.tj,, Pigou, Wealth and Weljare, pp. 25 and 72. 

* Soe Bresciani, Oiornalc degli Economisti^ AngU'it 1905, pp. 117-8, and January 
lft07, pp. 27-8. Ricci, L'Indicc di Variability, pp. 43-6, Gini, Variability p. 65 
^nd pp. 70-1. Compare also Persons, Quarterly Journal of Economics, 1908-9, 
pp. 420-1, and Bcnini, Principii di Statistica Metodologica, p. 187. Professor 
J^enini inverts Professor Pareto’s measure, but apparently without realising that 
ho has done so. 

* Ibid., pp. 72 ff. 
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The area enclosed between this Lcnrenz curve and the line of 
equal distribution is — 

*=100 

J(IOO)*- J ydx 

*=0 

100 

Thus, the greater 8, the larger is the above area, and the larger 
the relative mean difference.^ There is thus some ground for 
believing, though I do not here definitely commit myself to the 
belief, that the reciprocal of Professor Pareto’s measure is a mere 
variant of the relative mean difference, in the particular case, 
when distribution is approximately according to Pareto’s law. 
In this particular case, then, Professor Pareto’s measure would 
have no independent significance, and, in the more general case, 
when distribution may depart widely from Pareto’s la,w, the 
measure has, of course, no general significance at all. It will, 
therefore, be provisionally set aside in this discussion. 

12. Eeturning to the four measures set out in order of merit 
at the end of Section 10, this order is based on theoretical advan- 
tages. But account must also be taken of practical applicability 
to statistics. Both the relative mean deviation and the quartile 
measure are more easily applicable than either of their two 
rivals to perfect statistics, and applicable, with less risk of serious 
error, to imperfect statistics. As regards perfect, or nearly perfect, 
statistics, the advantage of the former pair over the latter relates 
only to laboriousness and not to accuracy, and is not, thcrofoic, a 
matter of great importance. But, as regards markedly imperh ct 
statistics, such as are actually available, the advantage relates to 
accuracy as well as to laboriousness and is, therefore, vital. 

The provisional conclusion which suggests itself, is as fol- 
lows. When statistics arc so imperfect, that neither the relative 
standard deviation nor the relative mean difference can be 
applied with any expectation of reasonable accuracy, we must 
make shift wdth the relative mean deviation and the quartile 
measure. It is some palliation of the comparative insensitiveness 

' This index 9 has been used by several Italian writers in enquiries into dw* 
tributions of income. See, e.g„ Savorgnan, La Diatribuzume dni Itedditi neU 
Provincie e nellc Qrandi Ciitd delV Austria, and Form, La Concentrazione del a 
Ricchezza r^eUe Diverse Regioni d* Italia 
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to transfers, which is a defect of both the latter measures, that 
each is sensitive to many possible transfers, to which the other is 
insensitive. If, therefore, both give the same result in any parti- 
cular comparison, their evidence is to some extent corroborative. 

If statistics arc so far improved that the relative standard 
deviation and the relative mean difference are applicable, these 
are to be preferred to the two measures just mentioned. If a 
single measure is to be used, the relative mean difference is, 
perhaps, slightly preferable, owing to the graphical convenience 
of the Lorenz curve. Probably, however, it will be desirable, at 
any rate for some time to come, not to rely upon the evidence of 
a single measure, but upon the corroboration of several. Given 
perfect, or nearly perfect, statistics, it is worth while considering 
whether corroboration may not also be sought from the measure 

log — Xa^ applied, for the sake of simplicity, to total incomes, 

log Xg 

and not to surplus incomes in excess of the requirements of “bare 
subsistence.” For this measure passes our test of proportionate 
additions to incomes, which none of the other four survivors do. 
In most practical cases, no doubt, these five measures will give 
results pointing in the same direction, but in some cases they 
may not do so. 

Meanwhile, the chief practical nec^essity is the improvement 
of existing statistical information, especially as regards the 
smaller incomes. This paper may be compared to an essay in a 
few of the principles of brickinaking. But, until a greater abun- 
dance of straw is forthcoming, these principles cannot be put to 
the test of practice. 


Hugh Dalton 



REVIEWS 


Currency and Credit, By E. G. Hawtrry. (London : Lonj;- 
mans, Green and Co. 1919. Pp. vii + 393.) 

This is one of the most original and profound treatises on the 
Theory of Money which has appeared for many years. It is so 
“mixed” a book — mixed, that is to say, in the sense of com- 
bining two or three quite different kinds of book in one— and is 
so odd a combination of lucidity and obscurity, of easy writing 
and indigestible lumps, that it may be a little time before its 
full reputation is achieved. But it is a book with some funda- 
mental thought in it, and likely, in iny judgment, to exercise a 
significant influence on future expositions of monetary theory, at 
any rate in England. 

The author has thrown together three separate treatments of 
his subject in a \vay which seems to suggest that they have some 
more intimate connection in his own mind than they are likely 
to have in the reader’s. The first treats of the Philosophy or 
Logic of Monetary Theory, the second of some descriptive and 
realistic aspects of the subject (the Foreign hjxchangcs, Systems 
of Note Issue, and so forth), and the third of its History. I’he 
second of these is, I think, much inferior to the others, being 
insufficiently realistic to be valuable from that point of view nnd 
not necessary to the rest of the book. The two other seel ions 
are each of the utmost interest, though the connection between 
them is slight. 

Mr. Hawtrey begins with an inquiry into the logical origin of 
money, as distinguished from its historical origin. No one wJio 
cares to think deeply about money ought to omit to read the 
three chapters and the last chapter of the book, from which bo 
will gather Mr. Hawtrey’ s central idea. Let him then turn to 
Chapters VIII and X (if he finds, as he well may. Chapters IV 
to VII a little stodgy). It will be useless for me to attempt to 
summarise these chapters, but a few indications may be given. 

There are three ways of approaching the subject open to the 
lecturer or the writer of to-day. There is the crude approach of 
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the Bullionist, who regards a lump of metal as normal tissue and 
all other growths as cancerous, well represented by Mr. Haw- 
trey’s quotation from Canning : “I contend that a certain specified 
weight of gold or silver, of a certain fineness, is the only definition 
of a pound sterling which an Englishman, desirous of conforming 
to the laws of his country, is bound to regard or understand.” 
There is also the over-subtle Cartalist approach of Knapp, with 
its whole emphasis on the State and the legal-tender aspect of 
money, as Hegelian and German as Canning’s is Johnsonian and 
English, yet a great intellectual advance on what preceded it. 
And, finally, there is Mr. Hawtrey’s not less subtle doctrine of 
an abstract Money of Account and his theory of “the unspent 
margin.” Mr. Hawtrey imagines a civilised society without a 
currency and without a legal tender, and yet requiring and 
employing a unit for the measurement of debts, which involves 
them in many of the same complexities and consequences as we 
experience ourselves ; whence he argues that the abstract money 
of account is more fundamental than either the nature of the 
circulating currency or the character of the laws, which we shall 
understand all the better by studying the raw element before it 
has been embodied and established by the one and the other. 

From his doctrine that “the total effective demand for com- 
modities in the market is limited to the number of units of the 
money of account that dealers are prepared to offer, and the 
number that they are prepared to offer over any period of time 
is limited according to the number that they hope to receive,” 
Mr. Hawtrey passes easily and naturally to his enunciation of the 
Quantity Theory by reference to the “ unspent margin ” — that is 
to say, the aggregate of unspent purchasing power in circulation. 
The quantity theory, according to him, equates the unspent 
margin of purchasing power, which is a total of monetary units, 
to the command over wealth which the people hold in reserve, 
and so determines the value of the monetary unit in terms of 
wealth. Let the reader turn to the original for further elucida- 
tion of this sentence. It is not dissimilar to a doctrine which has 
long been expounded first by Dr. Marshall and then by Professor 
Pigou, more amply in lectures than in print; but anyone who 
ponders and understands Mr. Hawtrey’s ^ theories of an abstract 
money of account and of the unspent margin will know a great 
deal more about the subject than is at all usual. 

Mr. Hawtrey’s treatment of Financial Crises and his linking 
on of this to his theory of an abstract Money of Account is also 

^ I surmise that Mr. Hawtrey arrived at his results independently. 
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a most interesting section of the book. There is in any credit 
system, according to him, an innate tendency towards deprecia- 
tion. “Credit is by nature unruly. It is always straining at its 
tether, or, rather, it is perpetually starting to run away, and then 
being pulled up with a jerk when the limit of inflation consistent 
with the maintenance of the metallic standard is reached.” “A 
crisis may be regard(?d as a struggle to maintain the standard of 
value. . . . The true significance of a crisis is this — that when 
the monetary unit has been allowed to depreciate it can only be 
restored at the cost of increasing the burden of all debts, and that, 
if this is done too suddenly, the debts outweigh the assets of the 
debtors and cause a multitude of failures.” A tendency towards 
expansionism makes currency seem scarce and leads to a clamour 
for more currency, although the cure can only lie in contraction. 
Yet “a central bank or a government will only be human if 
before the protests of the business world it shrinks from the para- 
doxical course of remedying a shortage of currency by making a 
still greater shortage.” 

There remains Mr. Hawtrey’s history (some substantial 
extracts from which have already appeared in The Economic 
Journal). His chapters on the Assignats and the Bank Restric- 
tion of 1797 are the most im 2 X)rtant. The details he has collected 
are fascinating, especially to us who live in the currency turmoil 
of to-day. So much has been written already on the Bank 
Restriction that it might be thought difficult to add anything 
substantial. But Mr. Hawtrey’s conclusion, that the Bank 
Restriction was primarily due to the demand for gold in France 
following on the abandonment of the Assignats, is, so far as I 
know, novel. Mr. Hawtrey’s survey of English currency from 
the Tudors to the final establishment of the gold standard and 
his account of the final triumph of this standard over its com- 
petitor (though much more hackneyed) are also useful. In the 
old dispute between the historical and analytical schools of 
Political Economy, the former seemed sometimes to argue tlnit 
Economics ought only to be written by economic historians. Mr. 
Hawtrey is able to make the tenet plausible that economic history 
should only be written by economists. Sometimes, perhaps, 
more instruction can be extracted from the past by one who is 
accustomed to interpret the present than vice versa. At any rate, 
it may be a sign of the times that so pure a theorist as Mr. 
Hawtrey should be so much interested in economic history. I 
agree with him in thinking that the economist cannot do without 
it, and will find it more and more relevant to his study of the 
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present, now that the transitional and altogether abnormal episode 
of the nineteenth century is over and done with. 

Mr. Hawtrey takes, in conclusion, a brief forward glance. He 
points out how at this moment the always-present tendency to 
inflation is accentuated. “If the supply of savings is insufiicient 
to make such rapid progress with the reconstitution of the coun- 
try’s capital as traders desire, then the borrowers will tend to 
supplement savings with temporary borrowings.” He discusses 
with much wisdom the problem of the future of the standard of 
value — whether it should be restored to its former parity with 
gold, or stabilised somewhere near its present level. “Financial 
correctitude,” he concludes, “if pressed to the point of pedantry, 
may lead to a vice of deflationism as bad in its way as infla- 
tionism.” Here is a grain of comfort for the City from the 
Director of Financial Enquiries at the Treasury. 

J. M. Keynes 


The Skilled Labourer, 17G0 1832. By J. L. Hammond and 
Bakdara Hammond. (London : Longmans. 1919. Pp. x-f 
397.) 

Like Mr. and Mrs. Hammond’s earlier books, this is a study 
of the government of a nation w^hich was from the human 
standpoint economically diseased, by puzzled and unsympathetic 
men who did not recognise the symptoms. It is not in any sense 
an exhaustive account of skilled labour in the period under review. 
The only groups of labourers whom we get to know intimately 
are the miners of one area (Tyne and Wear) and the textile 
workers of all areas, including the framew’ork knitters. A pure 
economist dealing with this jicriod under the “skilled labourer” 
rubric would no doubt have introduced us to a few Londoners 
besides the Spitalfields weavers. He would have gone to Bir- 
mingham and Sheffield and Northampton; and would have dis- 
cussed the creation in this period, for.it really came to that, of 
the most important type of skilled labourer in the whole modern 
world— the engineer. 

These are not criticisms of the book, which is not that of a 
pure economist, but indications of what is to be expected from 
it. There are two chapters on the miners; five on the textile 
workers ; three fascinating chapters on the Luddites, which make 
contributions of first-rate value to local and general history ; and 
a final chapter, in illustration of the methods of government, on 
“The Adventures of Oliver the Spy” and agent provocateur. 
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In previous volumes Mr. and Mrs. Hammond’s research 
amot\g the Home Office papers yielded results of great value for 
social history, but of rather less value for economic history proper. 
With this volume it is different. As apparently a good deal of 
working-class correspondence was tapped in the cabinet noir of 
the Home Office, and as the book has a great deal to say about 
the relations of various working-class organisations, the material 
supplied by these “intercepts,** as diplomatists of the period called 
them, is invaluable. So are the spies* reports of trade union and 
other meetings, though they need — and receive — careful handling. 
For instance, the Spitalfields weavers are in correspondence with 
Dublin in 1769 (p. 205) ; and that powerful union of the wool- 
combers holds congresses in the teeth of the Combination Laws 
in 1812 (p. 202). Now and again Home Office material suffices to 
upset some bit of legendary industrial history; as, for instance, 
the notion that Luddite trouble at Loughborough drove the lace 
trade from the Midlands to Devon (p. 242). Of course, when 
the Luddite trials begin or when the military are being moved 
to check real or imaginary plans for violence, the Home Office 
evidence is indispensable. 

The generals whose unpleasant business it w’as to obey Mel- 
bourne, Sidmouth and Castlereagh come out on the whole very 
well. Sir Henry Bouverie in 1830 takes a view of a spinners’ 
strike which one can imagine being labelled to-day “pro-Bol- 
shevik ** by the kind of person who uses that kind of phrase 
(p. 133). And Maitland — Waterloo Maitland of the Guards wlio 
“upped and at ’em,’* I think— is very cool about the type of 
employer who “would have made the military probably the 
means of lowering the labour of his workmen even below' their 
present level’* at Manchester in 1812 (p. 257). 

Of industrial history proper much the strongest chapter is l-lie 
long one (p. 136-205) on “The Woollen and Worsted Indus- 
tries.** It is divided by craft ; spinners, woollen weavers, croppers, 
worsted weavers, woolcombers. In each case the exact anunint 
of “industrial revolution** that occurred within the period and 
its effects are most admirably gauged. Perhaps the decay of 
Norwich is a trifle ante-dated (p. 153, and cf, this Journal, XX., 
195 sqq.) ; but it is hard to find a real defect in the handling of 
a very intricate business, and there is abundance of fresh informa- 
tion about working-class organisations and the attitude of Govern- 
ment towards them all along the line. It is curious to notice 
how hard the old tradition of Government regulation of the wool 
industries died. As late as 1805 the notion is being discussed 
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sympathetically in Whitehall (p. 186). Even an interview pf the 
croppers with the Prime Minister is suggested, quite in the 
modem manner (p. 185). Though a fair amount has been written 
about the wool industries at this time, there is nowhere an 
account so well balanced or so informing, quite apart from the 
new matter. 

Cotton offered the authors a less promising, because a better 
tilled, field. The main interest lies in the various aspects of the 
minimum wage agitation among weavers, which generally took 
the'form, and not only in cotton, of a suggestion that the Spital- 
fields Act should be extende<l. This must be taken in connection 
with the silk chapter, where Home Office papers and the calendars 
of Domestic Papers for the eighteenth century are made to add 
very appreciably to our knowledge of the circumstances in which 
the Act originally passed. There is also some new rnatter from the 
Place MSS. and elsewhere in connection with the repeal of the 
Act in 1824. The authors have, however, overlooked the valu- 
able House of Lords report on silk of 1823, tp which attention was 
called in this Journal in 1916 (Vol. XXVI., p. 469), and the 
discussion of the whole question there, which bears on sevcra-l 
of the points with which they deal. The retention of the Spital- 
fields system, though not so impossible as its critics suggested, 
would yet not have been so simple a matter as Mr. and Mrs. 
Hammond seem to imply. 

The chapters on the North Country colliers hardly show so 
much knowledge of the whole economic setting of the labour 
problem as do the textile chapters. The shprt account of the 
famous selling agreement among masters, the “Newcastle Vend” 
(p. 24-5), for instance, takes no notice of the full discussion in 
Hermann Levy’s Monopolc, Kartelle und Trusts, But they 
contain a very full narrative of the relations of employers and 
employed for the whole period, with plenty of illustrations of 
opinion from both sides. The balance is fairly held, though per- 
haps not with such scrupulous fairness as in the wool chapters, 
where the authors’ strong sympathies for one side never lead to 
the least misrepresentation of the othpr. 

Bronte enthusiasts, if reference to such people is permissible 
here, will find in the chapter on the Yorkshire Luddites more 
personal detail about the defence of Mr. Moore’s mill and every- 
one concerned in it than one could have believed to exist. The 
Home OflBce papers are a mine of information on such matters. 
As for Oliver the Spy, if his career had not been so discreditable 
to the rulers of England \vho employed him, one could enjoy it 

No, 119 — VOL. XXX. 0 0 
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unreservedly from its obscure start in Shropshire to its close in 
a Government job at Capetown. 

J. H. Clapham 


Co-oyemtion at Home and Abroad, By C. B. Fay. (P. S. King 
and Son. New Edition.) 

There would probably be little difference of opinion among 
students of co-operation as to the value of Mr. Fay’s Co-operation 
at Home and Abroad, With the exception of Mr. Cahiirs official 
report on co-operation in Germany, which is too detailed and too 
much specialised for beginners, it is almost the only monograph 
on co-operation as a whole which could possibly be used as a 
text-book. 

At the time when it was written it represented the first 
attempt of a trained economist, writing in the English language, 
to give co-operation its proper place in the field of .economic 
science. It differed from the earlier work (excellent in its way) 
of such men as Messrs. Wolff and Holyoake in the fact that it 
was a dispassionate estimate rather than a piece of special plead- 
ing by an enthusiast, and that it dealt with co-operation as a 
form of organisation, and not as a particular method of advancing 
the interests of farmers on the one hand or urban consumers on 
the other. 

In these circumstances we looked forward with keen satis- 
faction to the appearance of a new and revised edition of the book. 
Perhaps the very keenness of the anticipation makes disappoint- 
ment inevitable, but we must frankly confess to a feeling of great 
disappointment. The co-operative world has undergone since 
1908, not merely a tremendous quantitative change, but also a 
spiritual development, so to say, which has made many of the 
principles laid down in this book as fundamental subject to a 
considerable revision. We can well understand the cogency of 
the reasons, stated in the preface, which prevented Mr. Fay from 
attempting, under the pressure of more urgent work, a complete 
revision of his text. But, short of this, two things surely might 
have been done. In the first place the more important statistics 
might have been revised in footnote or appendix, and a few para- 
graphs added where the significance of any change in the figures 
seemed to call for explanation. Secondly, and this is of far more 
importance, some insertions might have been made in the text 
dealing with co-operation in the United Kingdom, which would 
have prepared the reader for the abrupt change of scene to which 
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he is introduced by the new chapter at the end of the book. This 
chapter is Mr. Fay’s only concession to the demands of modernity ; 
we are informed that the facts contained in it were largely collated 
by a pupil of his, Mr. Eashad, who visited the various centres. 
As a statement of fact it is in the main admirable, and the way 
in which the facts and figures have been condensed and epito- 
mised deserves the highest praise. The point of which we com- 
plain is that the reader who has no detailed acquaintance with the 
developments which have taken place in the intervening years 
must necessarily find it almost impossible to reconcile statements 
in the original text with other summary statements on the same 
subject which are presented to him in the new chapter; and we 
feel that he has a right to expect that some explanation should 
be offered. 

Failing this, a good deal of confusion is almost bound to arise. 
As a concrete illustration, take what is said on p. 105 as to the 
opix)sition of the I.A.O.S. to the policy of the “general purpose “ 
society, and compare it with the reference to the progress of tlie 
same societies on p. 397. A complete change of attitude is shown, 
but the nature of the process which brought it about is hardly 
even hinted at. In the same way there is a reference on p. 105 
to the “Agricultural Wholesale Supply Society." On p. 397 this* 
body is referred to by its proper name, the “Irish Agricultural 
Wholesale Society." The discrepancy is small, but it is just 
these small discrepancies w^hich perplex the student, and one 
cannot help feeling that careful attention to the revision of the 
text would have got over the difficulty. There is one serious 
mistake on p. 393-4, in the statement that when credit societies 
are registered under the Industrial and Provident Societies Act, 
they are prohibited from engaging in supply and sale — which is 
just the contrary of the facts. 

Finally, we cannot help feeling it to be a pity that in the 
new chapter we are practically confined to a risumd of bare 
facts and figures without any particular estimate of values. The 
inevitable result is a certain lack of proportion, which is perhaps 
most clearly shown by the devotion of seven whole pages to the 
activities of the Women’s Guild of the Co-operative Union. 

None of this criticism must be taken as reflecting on the value 
of Mr. Fay’s original work nor the desirability of republishing it. 
We can all feel that we welcome a second edition, but at the same 
time we are justified in feeling that w^e cannot let Mr. Fay rest 
content with the book now before us. We have still a claim 
against him to bring his work on this badly neglected subject 

c 0 2 
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up to data, and we cannot accept the present tender in satisfac- 
tion of that claim. On the whole we could wish that he had 
contented himself with a simple re-issue (with a few necessary 
corrections) and had promised us an entirely new book on the 
subject at a later date. 

Perhaps, however, it is not even now too late to hope for this. 

Lionel Smith-Goedon 


Immigration and Americanisation, Selected Readings. Compiled 
and Edited by Philip Davis. (Boston : Ginn and Co. 1920. 
Pp. xii + 770.) 

This volume is particularly designed to meet the needs of high 
schools, colleges, universities, and chautauquas (I) for a hand- 
book on these twin subjects. It consists of articles and documents 
ranging from an Act of Congress to private letters of Polish 
peasants, and from a lecture delivered in 1853 to chapters whioli 
appear to have been written specially for publication in this work. 

Part I., which relates to Immigration, begins with chapters 
on the history and causes of the movement, and proceeds to study 
successively the various sources from which immigrants have bten 
drawn ; the change which occurred during the twenty years before 
the war in the type of immigrant ; the racial, economic, and social 
effects of immigration ; and legislation dealing with the question. 
The reader has before him a mass of material bearing on many 
aspects of a subject of absorbing interest. During the three 
hundred years which have elapsed since the arrival of the Pilgrim 
Fathers, the country which is now the United States has, as we 
are reminded in a noteworthy paper by Professor Loon Marshall, 
experienced an inflow of three great sections of the human races 
— European, African, and Asiatic. The European movement has 
been largely voluntary, the African largely forced, and the Asiatic 
largely met by restriction. The methods adopted to check the 
immigration of Chinese and Japanese are interestingly describc*(l, 
and it is remarkable to learn that Japanese, Chinese, and other 
Eastern Asiatic subjects, because neither white nor black, are 
ineligible to become American citizens by process of naturalisa- 
tion, while some of the Western Asiatics stand in the shadow of 
doubt. With negro immigration and the negro problem generally 
the book does not deal ; no doubt the editor felt that the subject 
was too large to be taken up here. With regard to immigration 
from Europe, we read that since the formation of the Govern- 
ment and up to the year 1900, 22,000i000 people had come in, 
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of whom 7,600,000 were from the United Kingdom, over 5,000,000 
from Germany, nearly 1,500,000 from Norway and Sweden, 
2,500,000 each from Austria-Hungary and Italy, and 2,000,000 
from Eussia, including Poland. These figures indicate that even 
twenty years ago the white population of the United States con- 
tained a very substantial non-British element, though it still 
consisted predominantly of people of the Baltic races. For some 
years before the end of the nineteenth century a marked change 
had been noticeable in the sources from which immigrants were 
drawn, and the tendency became much more marked in the first 
fourteen years of the twentieth century. The chief sources from 
which immigrants were drawn moved increasingly to Southern 
and Eastern Europe. America was confronted with the problem 
of absorbing a huge stream of immigrants consisting mainly of 
Italians and various Slav races, alien in tongue and still more in 
traditions from the great bulk of those who had gone before. The 
effects of this immigration upon the racial com|X)sition of the 
American people seem likely to be entirely dispro|X)rtionatc to the 
number of immigrants, if we may judge by past experience as 
described in these pages. There seems to be no room for doubt 
that immigration has tended to check the rate of increase of 
the native-born population. General Walker claims that it is 
possible to demonstrate statistically that during certain periods 
immigration has caused the native-born American population to 
be smaller than it would otherwise have been by an amount 
almost exactly equal to the amount of immigration during these 
periods. It is to be noted, moreover, that newly-arrived immi- 
grants and their immediate descendants are more prolific than the 
rest of the population, so that the older stocks have been rapidly 
going back in relative importance. It is not clear whether some 
of them may not be diminishing absolutely. 

The future course of immigration into America is wrapped 
in uncertainty, depending as it does, not only on conditions in 
Europe, but also on the willingness of the United States to accept 
those who may wish to immigrate. Eestrictive legislation tends 
to become more and more severe. The Immigration Law of 1917» 
which codifies and extends previous legislation on the subject, lays 
down for the first time a literacy test, providing, with important 
exceptions, that all aliens over sixteen years of age, physically 
capable of reading, who cannot read the English language, or 
some other language or dialect (including Hebrew or Yiddish), 
are to be excluded from admission into the United States. It 
may be expected that this test will chiefly affect the stream of 
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immigration from Eastern and South-Eastern Europe. Unless 
post-war immigration from those parts of Europe is absolutely and 
relatively to other streams very much less than before the war, it 
is difficult to see how the racial composition of the American 
people can remain much longer even substantially Baltic. It will 
be a mixture of almost every European race, no doubt, speaking 
in the main the English language and accepting institutions in 
the main of Anglo-Saxon origin. The pages of this book, though 
they do not attempt to make any forecast, contain interesting 
discussions on the racial and social effects of immigration on 
which it would be tempting to enlarge were space available. Wc 
could have wished, however, that the editor had seen fit to enable 
us to dig rather more deeply into the statistical evidence ; as it 
is the reader cannot but feel at many points that he is required 
to take a good deal on trust. 

Book II. deals specially with the various problems connected 
with Americanisation. We are given an insight into some of the 
Governmental and other machinery for dealing with aliens (e.g., 
the California Immigration Commission) and for educating them 
to be American citizens. There is an interesting chapter on the 
distribution of immigrants, in which it is concluded that the 
congestion of the foreign-born in the large cities, particularly the 
seaboard cities, is in no sense an evidence that the arrivals linger 
or stagnate there. ‘‘On the contrary, the foreign-born population 
of the United States is in a process of incessant and most rapid 
immigration over the face of the country, following the allure- 
ments of economic advantages and opportunities as they present 
themselves.” Generally speaking, we get the impression that the 
process of assimilating immigrants is remarkably rapid, and that 
the American-born children of the immigrants grow up thoroughly 
American. It is not, however, made clear at what rate the pro- 
cess of actual race mixture is going on. It is, moreover, a matler 
for regret that, though published in 1920, this is practically a pre- 
war book in that the effects of the war upon the process of 
Americanisation and on immigration are barely referred to. ^ c 
glean merely incidentally that the war has acted upon the 
American international communities like the wrong kind of acid 
dropped into a solution, and that it has started a reverse action 
by resharpening nationalistic prides. 

Generally, this book possesses the virtues, as well as the 
defects, of a selected collection of readings. On the one hand, a 
considerable amount of useful matter is rendered available, which 
deals from many points of view with the principal features of the 
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subject. On the other hand, the chapters are of unequal merit, 
are apt to overlap, and fail to give that clear impression which 
results from unity of design and unity of authorship. The use- 
fulness of the work is increased by the inclusion of a compre- 
hensive bibliography. C. K. Hobson 

Free Trade, The Tariff and Reciprocity^ by F.W. Taussig, Ph.D., 
Litt.D., Henry Lee Professor of Economics in Harvard Uni- 
versity; sometime Chairman of the United States Tariff 
Commission. (New York : The Macmillan Company, 1920. 
8vo. Pp. 219). 

Whoso will be wise in the policy of Customs duties let him 
jKjnder the writings of Professor Taussig. Historian of the United 
States Tariff, cx-Chairman of the Massachusetts Tax Commission 
and of the United States Tariff Commission, he has studied the 
facts from the life and is as full of matter as an egg is of meat. 
Add a mastery of theory, a power of lucid exposition, and a 
balanced but decisive judgment, and we have all the requisites of 
a good guide. The publisher's announcement on the cover of the 
present volume that “the war has rendered virtually obsolete all 
earlier discussions of the Tariff” is not a felicitous recommenda- 
tion of eleven reprinted articles, for the most part published before 
the war, one of them reproduced “without change from the 
Quarterly Journal of Economics for October, 1892." So far from 
being virtually obsolete the articles set time at defiance. The 
strong salt of realism preserves them from decay. 

The author “would not have the reader infer that he is an 
unqualified Free Trader,” but he says the same thing of Adam 
Smith with w^hom he is in very good company as a “qualified” 
Free Trader in the sense in which we speak of a qualified profes- 
sional man. His reservations are cold comfort for the Protec- 
tionist. “The case in favour of free trade has indeed always 
seemed to me primA facie strong ; and prolonged investigation and 
reflection have served to confirm me in this opinion. There may 
be ofl'setting advantages which rebut the presumption . . . The 
young industries argument seems to me still to point to some pos- 
sibilities of ultimate gain. Again, there are political and social 
arguments as to the avoidance of extremes and of undue fluctua- 
tions in industry.” But the practical conclusion is in favour of 
priming the American protectionist system, of a gradual movement 
to lower duties, and of the abolition of such duties as cannot justi- 
fy their continuance. We doubt whether much protection in the 
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United States K>f to-day 'wonld suWive the acid test last suggested. 

The Free Trader i?dll find in these articles an arsenal of facts 
in condemnalioti of particular forms of protection, and will be 
gladdened by the sbathing and destructive analysis of “scientific 
tariffs” bateed up6n costs of production. The essay, ” How Tariffs 
Should not be Made,” is a useful warning to politicians, and the 
discussion of Tariff Commissions and what can or cannot be ex- 
pected of them derives peculiar force from the author’s experience. 
A good example of Professor Taussig’s skill in historical investiga- 
tion is afforded by his research into the authenticity of the phrase 
attributed to Abraham Lincoln : “ When we buy manufactured 
goods abroad we get the goods and the foreigner gets the money. 
When we buy the manufactured goods at home, we get both the 
goods and the money.” The Professor tracks down the birth of 
the phrase to 1894 and shows that it originated with E. G. Inger- 
soll. “The economist,” he says, “breathes a sigh of relief on 
finding that Lincoln’s great name cannot be associated with it ” — 
a view more bluntly expressed by my old friend Horace White 
when, some years ago, he wrote to the New York Evening Post 
“My reason for thinking that Lincoln never said this is that he 
^vas not a fool.” 

The reader will turn with interest to the last article in the book, 
“Tariff Problems after the War,” but will find in it nothing 
beyond the views current and dominant in economic circles here. 
The old absolute Free Trader who w^oiild not admit that there are 
or can be any circumstances which justify even a temporary 
departure from Free Trade w’as almost extinct before the War. 
Most things in this world are relative. The feeling of relativity 
in Free Trade is strong in some economists and \veak in others, 
but so long as their minds are open to consider judicially and 
scientifically the pros and cons of a particular case in fnlriCKS of 
detail, they are in keeping with the attitude of Professor Taussig. 

Henry Higgs 


Effects of the War on Money, Credit and Banking in France and 
the United States. By B. M. Anderson, Jun., Ph.D. (New 
York : Oxford University Press. 1019.) 

This book is one of a series of preliminary economic studies 
of the war for which the EconomicB and History Division of the 
Carnegie Endowment for International Peace is primarily 
responsible. Professor Aiiderson completed his work in the 
autumn of 191^ so that the survey does not cover quite the whole 
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of the war period. This in itself is unfortunate, and the date of 
completion has proved a considerable disadvantage to the author 
in other respects. If he had written the book to-day, he would 
have had possession of many additional facts, and he would not 
have found it necessary to exercise so much reserve in the expres- 
sion of his views. Nevertheless, the volume is a very valuable 
one. Professor Anderson has supplied us with a great deal of 
information which is not easily obtainable elsewhere, and his 
interpretations of the facts which he records are always interest- 
ing. It is a distinct advantage to the general reader that very 
little space is devoted to the discussion of pure theory, though 
the omission will disappoint those who wdsh to understand how 
Professor Anderson reconciles his views with regard to the quan- 
tity theory with the events of the war period. 

The chapter on the currency and banking system of France 
before the war is chiefly interesting on account of the attack 
made upon the view that notes constitute the chief medium of 
payments in that country. “That notes and coins are used in 
the major number of transactions is doubtless true. It would 
probably be true in the United States. But that notes and coins 
are used in making the major part, in pecuniary magnitude, of 
the payments in France is probably untrue.'’ This criticism is 
doubtless well founded, and it shows how important it is that in 
Prance, as elsewhere, should direct our attention to changes 
ill the volume of all forms of currency, not merely to the size 
of the note issues. 

On the whole. Professor Anderson is optimistic about the 
future of France. He does not seem to consider that her war 
debt will cause any serious risk of insolvency, and he even con- 
templates the possibility of a resumption of specie payments at 
the old legal rate within a comparatively short period. It is 
impossible to feel very confident that these hopes will be realised. 
Indeed, many of the best authorities are now of the opinion that 
Prance must inevitably default upon, or be forgiven, much of her 
foreign debt, and that she must resign herself to stabilising 
exchange on the basis of a new franc with a much reduced legal 
gold value. 

There is a good deal of justification for Professor Anderson’s 
criticism of the gold policy of the Bank of France on the ground 
that it has lacked courage. Indeed, his criticism might wxll 
have been extended to a wider field. The wdiole financial 
policy of the French Government has been singularly lacking in 
courage and correspondingly damaging to the country’s credit. 



376 THB BOONOMIO rotJBirAIi [SSPr. 

The space devoted to the history of the war finance of the 
United States is relatively small. This is disappointing. The 
United States of necessity played a very large part in the arrange- 
ment of the international financial transactions of the war period, 
and even An^erican readers would have been interested in a full 
account of them. It is true that many of the most important 
facts are still unknown to those outside the walls of Government 
offices, but it would have been possible to collect a great deal of 
interesting information from the Press of neutral countries. Pro- 
fessor Anderson's di.scussion of the foreign trade and foreign 
exchanges of the United States suffers very much from lack 
of knowledge of the facts. It is impossible to reconcile his 
chart of the exchange rates in neutral countries with his opinion 
that “the improvement in dollar, sterling, and franc exchange in 
the neutral markets has been chiefly due to the efforts of Generals 
Foch, Haig, and Pershing, rather than to the financial mea.suroa 
of those who have sought to substitute indirect measures for the 
direct shipment of gold.” Nor, to take a particular case, is il 
correct to attribute the recovery of the Allied currencies in Madrid 
during the summer of 1918 to the defeat of the German armies in 
Prance. A glance at the chart already referred to will show that 
the recovery started months before that defeati when the military 
position of the Allies was very far from being satisfactory. In 
truth, in this particular case of Spain, as in the case of other 
neutral countries, the financial measures of the Governments con- 
cerned played a very big part in the movements of exchange rates. 
Moreover, the success of the Allied financial negotiations really 
depended much more upon the strength of the Allied economic 
position than upon the military position. At a comparatively early 
stage of the war Spanish iron ore became almost indispensable to 
the Allies, if the war was to be continued. At the same time Spain 
could hardly exist unless she sold the ore. In the winter of 1917 / 
1918 the Argentine wheat crop became indispensable to the Allies. 
Critical situations such as these were frequently overcome by com- 
bined financial and commercial agreements, and the conclusion of 
these agreements usually reduced the strain on the exchanges, or 
even turned them in favour of the Allies. In certain cases failure 
to conclude an agreement would have produced, not merely an 
adverse exchange, but inability to obtain exchange at all. If 
Professor Anderson could obtain the facts and would write a 
history of these international negotiations, he would throw fresh 
and most interesting light upon some of the most important 
incidents of the war. Oswald T. Falk 



1020 ] 


oabver: war thrift 


877 


War Thrift, Government Control of the Liquor Business in 
Great Britain and the United States. By Thomas Nixon 
Carver. (New York : Oxford University Press. Pp. 68, 192.) 

Both these studied are written with special reference to 
recent war conditions. As in the Essay on the “Foundations 
of National Prosperity,” Professor Carver condemns the 
waste and loss caused to the community by anyone — 
whether labourer or captain of industry — who, after a certain 
point is reached, prefers leisure to remunerative exertion. The 
desire for luxuries stimulates to further efforts, and so far is useful. 
A nation which expends its surplus energy on the production of 
luxuries is also better equipped in times of crisis than one whose 
people cease their labours as soon as the necessities of life have 
been secured. But this advantage lies in the existence of a surplus 
of energy, and depends absolutely on the willingness of the people 
to cut off the luxury and divert their liberated energies to useful 
production. 

As regards Government control of industry in war time, the 
writer holds that Government decree conferring “priority,” 
according to its lights, is a singularly clumsy and unscientific 
method of dealing with the problem. He suggests that the con- 
sumer rather than the producer should be reached, and proposes 
tho heroic expedient of increasing our income tax until we are 
forced to cut down consumption to essentials. If private 
persons had, either from inclination or necessity, reduced their 
demand for commodities in the same ratio in which the Govern- 
ment increased its call for labour and materials, there would have 
been no total increase of purchases and no inflation of prices. 
Government borrowing is much less effective, since many lenders 
use their holding of Government Stock as a basis for obtaining 
credit, and spend as much as before. The essay concludes with 
a vigorous appeal for thrift in the public interest. 

The greater part of the monograph on the Liquor Traffic 
deals with the war experiences of Great Britain, from which the 
writer expected that the United States might learn useful lessons. 
Given Professor Carver’s views on the conservation of resources 
—natural and human — it was to be expected that he would regard 
the production and consumption of alcohol in war time as nothing 
less than a sin against the life of the community. Drunkenness on 
the part of officers is the cause of irreparable blunders; on the 
part of soldiers and sailors, it means loss of dependability ; among 
civilians, impaired efficiency and diminished output. The amount 





m 


[sept. 


of foodstuffs actually diverted to the production of alcohol is con- 
siderable. The contention that alcoholic drinks possess food value 
cannot be taken seriously, since even its supporters are not willing 
to reduce their other food rations in proportion to the alleged food 
value of their drinks. The value of the liquor traffic to the re- 
venue is disposed of just as briefly. The buying of alcoholic 
drinks does not create new wealth, and the revenue might just as 
well be levied by a tax on any other product or purchase. 

The restrictive measures adopted by Great Britain during tho 
war are discussed in detail, the text of the various Acts and 
Orders in Council are quoted in full, and their effects described. 
However effective legislation might be, the writer points out that 
the “ demagogic ” aspect of the situation cannot be ignored. A great 
war is as much a demagogic as it is a military or an economic 
problem. This was never overlooked by the British authorities, 
whose line of action was always gradual and apologetic, the effort 
being always “to go as far as it was felt safe to go.” The writer 
does not actually blame the authorities for timidity, though he is 
clearly of the opinion that a great opportunity has not been ex- 
ploited to the full. In describing the American situation, he lays 
stress on the difference between the British and American 
problems, and traces this to differences of temperament and 
climate. The tendency towards excessive drinking he declares 
to be much stronger in America than in Europe. This has pro- 
vided its own antidote in the form of a positive and uncom- 
promising hostility towards drink in all its forms. The tendency 
of the majority is to look upon all drinking with abhorrence, and 
for at least forty years before the war, America inclined towards 
prohibition rather than control. The writer describes the 
drastic steps taken to deal with the war situation, culminating 
in the Prohibition Amendment. As this, however, had not yet 
been put into effect, there w^as nothing definite to discuss in the 
way of results. Professor Carver is clearly anxious to be impar- 
tial, but, beyond describing the demagogic aspect of the problem, 
he gives us no suggestion of a policy for dealing with it. The caso 
for temperance reform can always be stated with the most com- 
pelling force and lucidity. The difficulty comes when emotional 
abhorrence, on the one side, has to find a practical mode of dealing 
with the more powerful, and unfortunately more widespTead. 
emotions on the other side. 


H. Bbynard 
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II Problema delle Finanze PosUBellica, By Luigi Einaudi. 

(Milan : Pratelli Treves. 1919.) 

This volume consists of five lectures delivered at the UniversitS. 
Bocconi, Milan, in March 1919, which are general elementary 
discussions on the taxation problems occasioned by the war, with 
considerations as to the possible future ways of meeting the 
interest charges on the Italian national debt. The comments con- 
tained on Italian legislative and administrative difficulties, both 
inherent and future, are the main interest. 

As the lectures were delivered nearly eighteen months ago, they 
suffer somewhat the fate of all topical discussions, but the chief 
factor of war debts remains constant and indeed, in the case of 
Italy, has become accentuated. 

Professor Einaudi, confining himself to fiscal problems and 
excluding currency questions, is occupied in ascertaining in what 
way the interest on 60 milliards of lire debt and the standing 
government expenses are to be covered. The interest charges he 
reckons at three milliards per annum. 

The problem of taxation in Italy is clearly twofold. There is, 
in the first place, the system of taxation to be adopted and, 
secondly, the practical application necessary to secure the success 
of the operations. Italy is so richly endowed with sound theorists 
such as Prof. Einaudi that there should be no more difficulty in the 
future than there has been in the past in formulating sane schemes 
of taxation, but the real obstacle, as peeps out in the lectures on 
more than one occasion, lies in the task of administration. Post- 
war national finance can only bo faced with the help of drastic 
taxation, such as income tax, E.P.D. and capital levies, in other 
words by heavy direct taxation for which the Latin countries, both 
by character and temperament, are little inclined. The problem of 
the hour in Italy is not so much the nature of the taxation to be 
imposed as the difficulty of collecting whatever taxes are decided 
upon. 

It is with this difficulty in mind that in his first lecture, Prof. 
Einaudi has words of censure for the administrators of Italy 
between the years 1900 and 1912. The healthy state of the country 
in that period would have allowed radical reforms in the contribu- 
tory system. Instead, Italy began the war with no inventory of 
income or capital. Such statistics as there w^ere showed the total 
taxable incomes in Italy to exceed little more than a milliard a 
year. The figure was the ludicrous but natural result of a govern- 
ment with no powers or system of investigation and without 
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access to the books of the trading community. It has to be 
remembered also that Italy has no institute of chartered 
accountants. 

The state of affairs has, however, been considerably improved 
by the strength and determination with which the government has 
tackled the question of war profits and the innovations introduced 
constitute what he declares to be the greatest administrative 
benefit that Italy has derived from the war. It is now a question 
of grafting the E.P.D. machinery on to the permanent fiscal 
system and of elaborating some method of ascertaining the pre-war 
wealth of individuals, without which no satisfactory way will be 
found of raising by direct taxation either the three milliards of 
annual interest charges or reducing the National Debt, which 
now considerably exceeds the 60 milliards estimated by the 
lecturer. 

The lectures were delivered at the moment when the Meda 
project was launched. Cabinet changes caused this to be super- 
seded by the proposed Schanzer “Financial Omnibus” of Novem- 
ber, 1919, in turn altered by Sig. Luzzatti this year and still in 
abeyance pending the views of his successor. 

Private wealth in Italy, Prof. Einaudi estimates, with what is 
now perhaps too modest an allowance for the rise in prices, at 
160 milliards. A levy on capital, he maintains, w^ould be easier 
in an industrial country, such as Great Britain, than in agricul- 
tural Italy. Whilst English critics assert that the reduction of 
the national debt might give place to other extravagances on the 
part of the Government, such fears, he maintains, are not war- 
ranted to the same degree in Italy. Great Britain has already 
covered her interest charges to a great extent by direct taxation, 
w^hereas Italy has still to find the means of meeting her liabilities. 
In the latter case, it is a choice of two evils, but nevertheless he 
pronounces neither for nor against the levy. He fears that if the 
levy takes the form of annual payments such sums will tempt tlu; 
Government to employ the proceeds to other ends. The effect also 
on future saving causes him anxiety. “That which is above all 
important for the future is not the existing capital, but that which 
has to be created and which will accumulate by degrees. Existing 
capital does not disappear by such extraordinary taxation, houses, 
land and works are not destroyed. Only the proprietary title 
passes from certain individuals to the State, which in turn cedes 
the title to other private individuals who surrender their public 
debt certificates in exchange ” (page 136). 

The Italian tax collector is faced w’ith the difficulty of bearer 
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bonds, which predominate to the virtual extinction of registered 
stock. The Schanzer scheme proposes the extermination of such 
bonds by heavier taxation than that imposed on inscribed holdings. 
Prof. Einaudi does not allude to any such method of forced extinc- 
tion, and considers no other solution than the payment of interest 
less tax with the onus of recovery devolving on holders with small 
incomes. The abolition of bearer bonds, he maintains, can only 
be the outcome of international agreements. The disappearance 
of this form of certificate would certainly give greater stability to 
the Italian stock market and violent speculations on the approach 
of annual meetings, such as occurred this spring in the case of the 
Banca Commerciale, would be avoided. 

Other suggestions for the future taxation are more construc- 
tive. Prof. Einaudi would institute special taxes on profits 
accruing to those firms which have the privilege of Government 
contracts to the exclusion of foreign rivals. The same theory he 
would apply to all firms enjoying trading concessions, as is already 
admitted in the case of the note-issuing institutions, whereby the 
state participates in any profits exceeding five or six per cent. The 
lectures were given when the fever of Consortia under Government 
auspices was at its height. These were formed, and to some 
extent are still in being, to liquidate existing supplies. Prof. 
Einaudi condemns them most justly as being vicious in their ten- 
dency to maintain prices and to cover up the delinquencies of 
the Government. Their profits also he would tax. 

The only novelty in indirect taxation suggested is the excise 
on wine. The lecturer maintains that the industry would actually 
benefit by a tax paid at the source. Growers having to anticipate 
large sums to the Government would require large capital and 
would, therefore, have to be stronger financially, whilst the pro- 
duction of inferior wanes with low alcoholic density w^ould decline 
and the general quality of the output be improved. The absence 
of low-quality wine would stabilise prices and prevent heavy falls 
in years of crisis, whilst land now producing poor wine would be 
turned automatically to the production of grain. One is tempted 
to doubt whether the placing of wine production on the same basis 
as sugar would really be a benefit to the country : the estimated 
yield of 500 millions is, however, not to be despised. One further 
doubt is permissible, and that as to the extent to which Prof. 
Einaudi would have us believe that the income tax in England is 
avoided by the subterfuge of fictitious recipients. 

There is a noteworthy misprint on page 140, where Pitt is 
proclaimed Prime Minister in 1912, W. H. Haslam 
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The Physiology of Credit and Money, By Oswald St. Claiu 
(P. a. King and Son, Ltd. Pp. 170.) 

Tms little book cx)ntains matter of interest, as an attempt to 
explain the working of the money and credit system. It appears 
open to criticism, however, as failing to make clear the con- 
nection between alterations in the volume of credit and in the 
volume of income. The author insists that credit does not raise 
prices, that the aggregate of value of goods sold in the retail 
market is limited by the aggregate of income, .and that whole- 
sale dealings can only vary the distribution of profits between the 
parties, without adding to the total. An increase in the level of 
prices appears to be regarded as due to the direct spending of 
new gold (or legal tender money). The author’s illustrative 
physical analogies and diagrams are useful up to a point, but he 
does not appear to admit all the logical conclusions of his own 
argument. On p. 121, for instance, the sentence: “The aggre- 
gate price realised by all the goods sold at E will not exceed the 
aggregate income of the people* like many other sentences, 
seems to ignore the fact that that income is not given as a fixed 
thing. If credits are expanded, 'the income stream also is ex- 
panded. If dealers make more profits, that, for them, is income. 
If a manufacturer gets a credit and buys goods and pays wages, 
that credit goes into somebody’s income stream^ and if the credits 
are being created faster than they mature, the income stream 
swells. An increase of gold or legal tender notes counts for far 
more than its mere numerical total as an addition to the aggregate 
of “money,” because it can be made the basis of a much larger 
total of increase of credit. It is suggested that this point should 
be dealt with, even though, for the purpose of preliminary explana- 
tion, it is doubtless simpler to explain the working of credit on 
the assumption that credits created are not, for the time being, 
exceeding those maturing. C. P. Bickerdikk 


The State Debt and the National Capital, (Methuen. Pp. 78.; 

The anonymous author of this little book propounds a novel . 
and ingenious scheme, or, rather, a principle capable of being 
worked out in many alternative schemes, for dealing with tlie 
national debt. The proposal starts from recognition of the fact 
that any successful system of paying off the debt must have the 
effect of lowering the rate of interest generally, and will there- 
fore raise the market value of securities. Holders of securities and 
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of property generally will therefore benefit by this enhancing of 
values, and for that reason they may reasonably be called upon 
to shoulder the main burden of redemption. Instead of a capital 
levy, however, what is proposed is a compulsory special levy on 
income from capital (the definition of “unearned” income requir- 
ing, perhaps, to be more scientifically made than it is at present), 
the levy to be made, it is suggested, each year for twenty-five 
years, at the rate of 5s. in the :£1. It is proposed, however, that 
this should not be a pure levy, but that new State bonds should 
be issued to the payer of the nominal value of dGlOO for every 
flOO of levy paid, but bearing 2^ per cent, interest (the actual 
rate might be more, or even less, but 2\ per cent, is taken for 
illustration). The author calculates that this new bond, which 
would be redeemable at par, would have a market value to start 
with of about iT)0, in view of the prospect of its ultimate redemp- 
tion at par, so that the burden imjK>sed would be really £40 
instead of £100* and against this there is the further consideration 
that the amount of taxation which would otherwise be required 
for a sinking fund w’ould be remitted. It is estimated that a debt 
of 7,500 million at 5 per cent, would be replaced, in twenty-five 
years, by one of 5,000 million at 2\ per cent., and tliat the capital 
value of the per cent, bonds would by then be somewhere near 
£100. The substantial economic argument for the scheme is that 
it would increase considerably the volume of real savings. If the 
Slate merely took £40 from a taxpayer he might or might not 
save some of the rest of his income, but if £100 is taken, and a 
bond worth £G0 given in return, the chances arc that most people 
would not sell the bond to spend the money. Business people 
might borrow on it for business purix)ses, but it is contended, with 
good reason probably, that there would be an increase of savings, 
and it is therefore not necessarily fallacious to contend that in 
the long run tlic property-owners who paid the levy would not 
be worse off, excepting for loss of interest, and the nation as a 
whole would gain by the increase in the volume of real capital. 
The debt of £5,000 million at 2} per cent, which would remain 
at the end of twenty-five years would be lightly borne. 

The actual figures and detailed calculations would require 
revision in the light of more recent knowledge, and need not be 
referred to here. Tlic further pro]K:)sal, however, that increments 
ef capital value other than that of the war loans should be taxed, 
seems hardly fair. I’Jie unfortunate holder of consols wJjich had 
boon bought before the war may well contend that if the value 
rises again in the course of years, he is only getting da very belated 
No. 119. — VOL. XXX. D D 
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return for the sacrifice he has already suffered in having the pur- 
chasing power of his income halved for many years, in addition 
to having to pay his quota of the prof)osed levy. 

As a method of dealing with the permanent debt, the scihenie 
is well worthy of consideration, and the pros and cons might he 
argued out a little more fully. The book will not bo found easy 
reading. In 2 :)articular, the working of the “anticipatory “ scIicuk' 
is not easily followed. One would also like to be convinced thal 
the levy would not bo just as liable to be “raided ** as an ordinary 
sinking fund. Sup|X)se, as is sure to be the case, that the Govern- 
ment requires to borrow additional money for various purposes, 
are they to be expt^cted to go on paying off the old debt under 
this scheme, and simultaneously creating another debt at ilie 
current rate of interest? One rather susi)ccts that long belon: 
the twenty-five years had run, other uses would be found for tlu' 
money jiroduced by the levy. At present, however, and for some 
years to come, the floating debt the problem, and the schoino 
is capable of being adapted to meet this problem by increasing V c 
rate of interest given on the bonds, and increasing also the anionni 
of the levy. The £200 millions per annum contemplated in the 
model s<diemc propounded in the book would not give a sufficieiUly 
rapid repayment of the floating debt. 

In conclusion, one must express thanks to the author IV.r n 
very suggestive and acute exiiosition of tlio problem. 

C. F. BictsRUDTKk 


Economic IndiisfricJJe ct Socialc. Par Laurent DEf'UKSNF. 
(Ijiege: Joseph Wykmans. Pp. 105.) 

JtJconomic Colonialc, Par Laurent Deciiesnr. (Ijiego : Joseph 
Wykmans. Pp. 88.) 

icommie Geographique. Par Laurent Deciiesxe ([ji^ ge : 
Jose^di Wykmans. Pp. 287.) 

Economic Colonialc. Par IjAUUEnt Deoiiesne. (Liege ; floseph 
Wykmans. Pp. 237.) 

In these four volumes Dr, Laurent Dechesne covers pracficiihy 
the whole of the ground of what he terms applied economics- 
By far the greater part of his space is occupied with descriiitive 
economics ; in the two first volumes there is also a certain modi- 
cum of economic theory. The four books, however, do not claim to 
be treatises in any sense of the word, but merely compilation^ 
in the form of brief notes for the nso of students, and wo can 
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^'ell imagine that students will find them of assistance, especially 
for purposes of revision. What has struck us most in the series 
as a whole is their completeness. Practically every economic 
aspect of industry, commerce, geography, and colonisation is 
touched upon. In preparing these volumes Dr. Dechesne claims 
that he has been guided by long years of experience in teaching 
economics at a college of commerce, and, looking at these books 
from the point of view of a student preparing for examinations, 
we are bound to say that the author’s experience must have been 
comprehensive. The subject-matter is divided up into numbered 
paragraphs; the text is accompanied by diagrams, graphs, and 
maps; but we fear we cannot praise the illustrations, which are 
not large enough or clear enough, in the majority of cases, to be 
of much use. Each volume is also supplied with a good w^orking 
index, and what the student will possibly find most useful is the 
bibliography at the end of each section. It is of interest to note 
that after the reference books on capital Dr. Dechesne informs 
his readers that the greater part of the books on capital arc not 
in French. M. Epstein 


Introduction to Economics, By Professor John Roscoe 
Turner, Pn.D. (London : George xMlcn and Unwin. 1919. 
Pp. xvi + 641. Price 155. net.) 

Elementary Economics. By Professor Frank Tracy Carlton, 
Pfi.D. (New York: The Rracrnillan Company. 19i20. 
Pp. 209.) 

From authors in the United States come two additions to the 
now considerable numbers of single-volume text-books for the 
unlearned. Professor Turner, believing that economic institu- 
tions can only be adequately coinprelnnuled in the light of their 
lii.storical development, introduces his subject by four chapters 
which hurry us from, the primitive huntsman viA slavery, guilds, 
and the industrial revolution to present-day industrialism. The 
basis of our existing economic order he sees in the institution of 
private property — a dangerous foundation for an autocratic society, 
but safe enough for a democracy ; for Professor Turner optimistic- 
ally holds that the characteristic feature of democratic govern- 
Juent is “unselfishness and the rule of common-sense,” To the 
psychological feelings about our private property and the embar- 
rassing limitation of Nature’s bounty, which give rise to the 
problems of value and price. Professor Turner devotes a consider- 
able part of his book. It seems a pity that he has decided to 

D D 2 
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introduce a revised terminology into his discussion of the theory 
of value. Terminology is the weakest part of theoretical 
economics, and we do not want it still further weakened. Least 
of all is it kind, in a volume which professes only “to prepare the 
mind of the student for the study of more advanced and specialised 
works,” to use terms in a sense wholly inconsistent with tliat 
which the student will find elsewhere accorded to them. No one 
can object to Professor Turner substituting “desirability” for 
“utility,” or the “Law of Proix)rtionality ” for our undeniably 
absurd “diminishing returns.” But it is confusing to learn that 
value is a purely individualistic matter, by no means necessarily 
coincident with power in exchange, for which the term “price” 
is reserved. And when the author comes to discuss the functions 
of money as a standard of value, or the labour-cost theory of value, 
he is confronted with the ordinary use of the words ; and confusion 
becomes wwse confounded. 

The most useful parts of the book will probably be found to 
be the chapters on money and banking, and a brief discussion of 
the principles of population which has the merit — a great one in 
the treatment of a burning issue — of being wholly inconclusive. 
Anyone who wants to know what money is and ought to be 
(Professor Turner says that inter alia money ought to be beauti- 
ful), how its purchasing-power is determined and measured, wluit 
a bank is and does, will find these things explained in Professor 
Turner’s book in a way which relieves the student of the too 
frequent necessity of digging for home-truths under a mass of 
obscurantist technicalities. 

The book shows how the national dividend is shared out by 
the various factors of production. The chapters on distribution 
have not, however, anything to say on the wider problem of 
explaining the existence of haves and have-nots, and their relative 
numbers. The key to the discussion of rent and interest is t]ie 
author’s desire to expose the folly of elaborating a separate theory 
of rent. Here he is surely knocking at oj>en doors. Intelligently 
interpretexl, the statement to which he objects — that rent is not 
an element in cost — only means what Professor Turner himself 
says — that the payment made for the use of a rent-bearing agent 
is governed by the anticipated value of the services it will render, 
rather than by the pain and grief which the owner of the agent 
endured in its creation. Interest Professor Turner holds to be 
based on a preference (called a “ ti^ie-discount ”) for a bird in the 
hand over a bird in the bush. The common views that the rate 
of interest is determined either by the rate of productivity of 
capital, or by the supply of loanable money on the market, are 
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dismissed as “two of the most persistent fallacies in economics.” 
But will not the rate of productivity of capital affect the “time- 
discount” of borrowers? And is not the statement that the rate 
of interest is governed by the supply of loanable money only a 
way (though a slovenly way, to be sure) of saying that the scarcity 
of accumulated wealth is an essential reason why a payment 
should be made for its use? The refutation of these “fallacies” 
(with which w^e may conjpare the pains, the author takes to show 
that cost of production does not govern price) makes the 
argument sometimes rather difficult for the purj'x)ses of an 
introduction. 

Professor Turner says of his book that it is an “outgrowth of 
class-room discussions.” It bears the marks of not having 
entirely outgrown this genesis. Though enlivened by many 
anecdotes, the book reads rather like a lecturer’s notes. For this 
reason it will probably be of more use to the teacher than to the 
student. 

Professor Carlton’s book is plainly designed to be a first reader, 
^riic principle on w’hich the author has acted has evidently been 
that it is better to tell the beginner a little about everything 
rather than to rub only a few important matters well in. To 
carry this out in two hundred pages means to attain a very high 
degree of condensation. It means also to some extent to sacrifice 
readableness to completeness, l^eginning with a survey of the 
business of getting a living as evolved by mankind in general and 
the United States in particular, Professor Carlton leads us on to 
a discussion of fundamental economic concepts. Under this 
heading he covers that large part of economics which consists of 
propositions that all of us might liave, but very few of us have, 
thought of for ourselves. Throughout the author follows estab- 
lished lines and follows them clearly ; and his abstract discussions 
hiivc the great merit of being backed up by concrete facts adduced 
from the country in wdiich he is writing. From fundamental 
concepts Professor Carlton turns to economic problems, to which 
ho devotes more than half his book. He has several admirable 
chaj)tcrs on Labour, its payment, its organisation, and its unrest ; 
iuid he includes, what such text-books too often omit, a few words 
on agricultural economics. Least satisfactory is, perhaps, the 
chapter on money and banking. Could we not have been told 
something about the laws which control the vicissitudes of the 
general price-level ? 

There is one curious omission from both these books. On 
the commerce of nations, the principles by which it is regulated, 
and the provokingly intricate mechanism by which it is financed, 
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both are dumb. In works published at this juncture in the world’s 
history one would have expected to see some notice of matters 
so fundamental. Barbara Wootton 


Social Economics. By J. Harry Jones, M.A., Professor of 
Economics in the University of Leeds. (London : Methuen 
and Co. Pp. x + 239. 1920. 65. net.) 

Proeessor Jones deserves all gratitude for having given us a 
book wherewith to silence our importunate friends who want to 
know “wdiat economics is about” or “why things are so dear.” 
The book is, alas! “full of omissions,” as its author says in his 
preface. But that, in a volume of the kind, is a fault on tlie 
right side. The author lucidly describes our existing industrial 
organisation. Specially interesting is his discussion of the 
localisation of industry and the prospect, after which he sighs, 
that it may yet become comparatively delocalised. He tells ns 
what the joint-stock company docs for industry and how it does 
it, what is the good of speculation, and why we ought to ho 
thankful for insurance. The section on banking and currency, 
while admirably lucid, perhaps treats the latter too much as a 
handmaid of the former. Turning to the other side of the indus- 
trial picture, rrofcs.sor Jones describes the essentials of Jjabour 
organisation and the most prominent Labour problems — e.raft 
versus industrial unionism, methods of industrial remuneration, 
and the problem of apprenticeship. A chapter on “The System 
before the War” devotes a curiously large amount of attention 
to explaining why w^omen’s wages were so low in pre-war days. 
On to this pre-war system, with its theoretical competition and 
its incipient unrest (largely traceable to the rising cost of living), 
burst the w^ar ; and there follow’cd shortage, with her daughters, 
price-control and rationing, and all the problems of inflation, 
dilution, and chaotic wages. Professor Jones makes the interest- 
ing point that, if w^e had not inflated our currency during the war, 
we should have had to do so now in order to put ourselves on 
all fours with the rest of the world. In his discussion of the 
exchanges he might advantageously have made it clearer that our 
currency is cheapened, not merely by the reduction of the demand 
for it consequent on the comparative failure of our exports, but 
also by its unfortunate plentifulness. On the subject of what is 
to happen now that the war is over, Professor Jones does not take 
us veiy much “forrardcr.” But he discusses such themes as the 
control of industry in a manner both unprejudiced and non- 
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academic. And, after all, the first essential for getting ’’forrarder” 
is to know exactly where you are at present. 

Tlie book contains a few inaccuracies and misprints. Tlie 
statement on page 105 that “most profit-sharing and co-partner- 
ship schemes either provide that the share of the individual 
workers shall be reinvested in the firm or merely offer capital 
sliares to the workers on favourable terms ” is not borne out by 
the recent Government lieport on Profit-sharing (Cmd. 544). On 
page 150 the gold pound, instead of the Bradbury, is described as 
sterling. Twice (page 11 and page 77) 1824 appears as the date 
of the final repeal of the Combination Laws; which, in view of 
the second thoughts of Parliament in the following year, is scarcely 
accurate. On page 137 “time ” is apparently written for “true ” ; 
and on page 198 national kitchens appear under the delightful 
euphemism of “natural kitchens.” 

Barbaka Wootton 


An Introduction to the Industrial History of England. By 
Abbott Payson Usher, Ph.D., Assistant Professor of 
Economics, Cornell University. (Houghton Milllin Company. 
1920. Pp. xix + 530.) 

Professor Usher has rendered good service to the cause of 
English economic history by writing, in one volume, a compact 
outline which is not above the capacity of those who are begin- 
ning the subject at the university. Tt is rather more advanced 
than Townsend-Warner’s Landmarks and very much better than 
ihc latter on the industrial aspect of the eighteenth and nine- 
teenth centuries. 

Dr. Usher opens with a survey of stnicturo on the lines of 
Professor Unwin. He then lays a broad foundation in two 
cliapters on craft life in antupiity and mcdiawal France. When 
ho comes to his English narrative he is faced with the difficulty 
of all writers on iiicdijcval economic history, namely, the obscurity 
of the facts and the conflicting inter’pretations given by well- 
known writers. 13iesc controversies are very barren unless aecom- 
panied by exact reference to aiithoiities, the date at which the 
theory was put forward, and so on. Their discussion is therefore 
hardly in place in an elementary bexjk. It gives rise to that most 
arid type of mental gymnastics - the weighing of pros and cons 
by students who barely know the names of the disputants, still 
less the sources on which their views arc based. In an ele- 
mentary work, we submit, the writer should present his talc, 
illustrating it by occasional references to authorities, and let it 
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stand for what it is wortli. Thus the essentials of manorial farm^ 
ing, the life and. workmanship of the crafts are more important 
than the legal origin of the manor or the relation between gild 
merchant and craft merchant. 

When we come to Chapter X. — “The Industrial Revolution ” 
— Dr. Usher is first-rate. In Chapter XI. he shows how seafaring 
was the basis of England’s industrial strength ; how the East 
India Company traded in cottons, buying them from India and 
selling them in the Spice Islands ; how cottons in this way reached 
ICngland; how we first tried our hand on the finishing stages, 
printing calico, weaving cotton yarns with home materials; how 
finally w’e established the cotton industry in Lancashire, where 
it has since remained on the strong triple foundation of (a) humid 
climate, (b) adjacent coal supply for power, and (c) accessibility 
vid the port of Liverpool to the great cotton-growing area of the 
II. S. A. Chapter XIIT. — “The Reorganisation of the Metal 
Trades*’ — is even better. The student can really understand 
what the Darbys did for iron smelting; what Cort did in his 
puddling furnace ; how Watt’s steam engine was evolved ; and the 
revolutionary change effected by Sir Henry Bessemer, when he 
made possible the mass-production of steel. In Chapters XVIl. 
and XVITI. Dr. Usher is again on congenial soil (“The Develop- 
ment of Railways”), and, like every American, he knows how to 
write a sketch of combinntion and monopolies. Interspersed with 
these are some “social” chapters, which are accurate, but dis- 
jointed, and do not glow. Thus, in the last chapter, “Incomes, 
Wages, and Social Unrest,” we have Dr. Bowlcy’s wage estimates, 
a scrappy section on Chartism — rather out of ]jlace at this stage 
of the book; after Chartism a paragra}>h on the Dorsetshire 
labourers; and within eight pages some remarks on the Osborne 
judgment. 

It is unfair to make this a matter of reproach to the author. 
Wc arc but indicating the extreme difficulty of bidnging all asfK'cfs 
of economics together in a compact narrative in due prof)ortir)n. 
Dr. Usher’s ma])s, charts, and index are excellent. 

C. R. Eay 


India at the Death of Akbar: An Economic Study. By W. Jh 
Mouelani). (Macmillan and Co. TVico 129. Gd.) 

Mk. Moreland’s forte has liithcrto been land revenue 
administration. TIis lectures to young olficiala in the United 
Provinces when he was Director of Land Records and Agriculture 
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are well known, while his Revenue Administration of the United 
Provinces and his Agriculture of the United Provinces show 
a capital grasp of a very technical subject. His pajxir in the 
Journal of the United Provinces Historical Society on “The 
Agricultural Statistics of Akbar’s Empire, “ and that in the 
Journal of the Royal Asiatic Society on “ The Value of Money at 
the Court of Akbar “ are familiar to many students of Indian 
economic history. None of these works, however, can challenge 
in authority or in scholarly research “India at the Death of 
Akbar.“ This is his magnum opus, the fruits of a well-ciiiployed 
retirement. 

The book opens with an account of the country and people 
about the year 1595. We are reminded that the Portuguese and 
some travellers of other nations w'ho visited India at the zenith 
of Portuguese influence used “ India “ to mean the west coast 
and the land lying behind it, and not in the sense which the author 
uses — modern India, excluding Burma. We have a picture of the 
administration, the court, the civil service, and the various 
occupied classes. We see the faulty production of the period and 
the still more faulty distribution of wealth that prevailed. Pro- 
ducers were at the mercy of a government of officials, accustomed 
to extremes of luxury, and ever eager to squeeze for themselves 
the maximum out of the producer. An unnecessarily large number 
was occupied in official and domestic service or in religions 
pursuits, and an army lacking proper organisation and thorough 
training was always an unwieldy machine in the body politic. 
“ A wealthy upper class,” says Mr. Moreland, “ may render sub- 
stantial economic services if they use their wealth wisely and direct 
a, steady flow of savings into productive channels, but there are 
no signs that such services were rendered in the India of Akbar’s 
time, and where savings were accumulated they took the useless 
form of stores of gold and silver and gems. In the aggregate, a 
very substantial proportion of the income of the country was spent 
on waste and superfluities, the cost of which fell in the long run 
on the producing classes, the peasants, artisans, and merchants.” 
The upper classes were small in numbers and included many 
foreigners. They were, all things considered, able to live much 
more luxuriously in Akbar’s time than now. The middle classes 
seem, according to the author, to have occupied more or less the 
same economic position as at present. Their numbers, however, 
were proportionately small, and they were not an important 
section of the population. The lower classes were worse off than 
DOW. To the middle and upper classes a rupee was worth about 
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five rupees of the time just previous to the late war, possibly more, 
so long as they did not require the costly imported goods ; to the 
classes between these and the poorest classes a rupee was wwth 
about six rupees ; and to the very poorest classes it was worth as 
much as seven rupees. For all ordinary comparisons Akbar's rupee 
might be taken as the equivalent of about six rupees of the modern 
currency. 

Not even excepting Chapter IV., on “Agricultural Produc- 
tion,” the best chapter in the whole book is Chapter VI., on 
“Commerce.” It reads like a novel. Here we are dealing with 
a period when the Portuguese had wTested from Moslems the 
premier place on the Indian Seas. At the end of the sixteenth 
century there were signs of the weakening of Portuguese domina- 
tion, and the Dutch and Fjnglish were shortly to take its place. 
At the time of Akbar, for obvious reasons, we do not meet with 
the now familiar names of Calcutta, Bombay, Madras, Karachi, 
or Eangoon, but with the Cambay jxirts (Surat, Broach, 
Cambay, Daman, and Din), the Bengal ports (Satgaon-Hooghly, 
Sripur, and Chittagong), the Coromandel ports of Negapatam and 
Masulipatam We notice also Lahari Bandar or Diul-Sind, 
Calicut, and Goa. We see the importance played by spices at a 
time when root crops in England were unknown to any extent ; 
when, therefore, animals had to be killed for meat in summer 
and autumn, provision for the rest of the year being made by 
“ pow^dering,” which meant a large consumpiion of spices. In 
regard to the founding of the l^ast India Company, Purchas, in 
His PilgrimeSf says: “The merchants of Ijondon, in the year 
of our Lord IGOO, joined together and made a stock of seventy- 
two thousand pounds, to be employed in ships and merchandises, 
for the discovery of a trade in the East India, to hring into the 
realm spices and other commodities/* 

Although tlie author gives a bibliography witli references at 
the end of each chapter, one misses footnotes throughout tbe 
chaf)tcrs as to the exact source or sources of some of the state- 
ments. Sometimes conclusions are reached on scanty data wliicli. 
however, arc used wdth ingenuity. We need only refer to the 
paragraphs on the volume of foreign commerce in Chapter VI., 
or, for example, the use of shoes by the common people on p. 277. 
One feels that Mr. Moreland has given too much information on 
matters dealt with in the Ain, and too little in regard to parts not 
covered by the Ain, Here we have a field for further research. 
It is sometimes forgotten that from the end of the sixteenth 
century to the present time there are three centuries of records. 
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more complete as time goes on. It is to be hoped that the 
author will consider the advisability of publishing a source 
book for the use of Indian economic students on the ground 
covered by the book under review. We commend also to 
the notice of the author the lack of a first-rate standard 
text of the Ain4 Ahhari, No author could undertake the latter 
with greater surenoss of touch than the author of India at the 
Death of Akbar, which is a slirmilating text-book that should 
certainly be used in Universities where Indian economic history 
is taught. G. Findlay Shirras 

Essays on Indian Economic Problems. By Brij Narain, M.A., 

Professor of Economics, Sanatan-Dharma College, Lahore. 
(Pp. 307. 1919.) 

The author is a professor of economics in one of the Hindu 
colleges in Lahore. The essays, some of which are published for 
the first time, form a useful collection of notes by a trained 
observer on economic questions of importance in connection with 
the future of India. 

The first two deal effectively with the contention of some 
Indian writers that the postulates of Western economic science 
have little application to our great Eastern Dependency. To a 
large extent this is the view put forward in Professor Badha- 
kamal Mukerjee’s Fomdaiiom of Indian Econoviics, which was 
reviewed in a recent issue of The Economic Journal. Mr. Brij 
Narain*s criticism of that work may be described as severe, but 
it is certainly pertinent. 

The next eight essays discuss various questions connected 
with the rise of prices in India. Of the remaining papers four 
arb concerned with currency problems, one wdth the bank rate 
in India during the w-ar, and five with the expediency of adopting 
protection as a means of developing Indian manufactures. 

The rise of prices had attracted attention in India before the 
war, and a Committee of Enquiry reported upon it in 1914. As 
regards causes, the author offers a choice among : 

(а) Mr. Datta’s view, included in the Commil tee’s report, 
that the rise was largely due to the failure of cultivation to 
respond adequately to increase of demand, 

(б) the opinion of the Indian Government that it w’as the 
result of world causes and the expansion of credit, and 

(c) his own contention that it was brought about by a redun- 
dancy of currency springing from the measures adopted to main- 
tain the rupee at Is. 4d. 

The Government rightly rejected Mr. Datta’s explanation, 
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and Mr. Brij Narain disputes the sufficiency of the official solu- 
tions. He appeals to the figures given in a table showing the 
rise in various countries between 1890-94 and 1907-11, and points 
out that these show an advance of 40 per cent, in India as com- 
pared with 11 in the United Kingdom, 20 in the United States, 
and 24 in Germany. But his argument is faulty. The general 
advance of prices began about 1896, and the quinquennia to be 
compared were 1894-98 and 1907-11. The rise on this basis was 
21 per cent, in the United Kingdom, 38 per cent, in Germany and 
the United States, and 40 per cent, in India. It is true that 
protective tariffs may have aggravated the change in Germany 
and America, but the gulf between the official view and a complete 
explanation is not nearly so deep as the author imagines. He is 
probably right in thinking that the rapid increase of credit money 
in the form of cheques cannot have had much effect on prices, as 
payment by cheque still only covered a minute fraction of the 
total exchanges. In connection with his own explanation, Mr. 
Brij Narain draws a distinction between the value of the rupee 
for purposes of exchange and its value in terms of Indian com- 
modities. He admits that the increase and decrease of the rupee 
circulation linder the gold exchange system is automatic for the 
former purpose, but denies that it is so for the latter. The ab- 
normal rise during the war he ascribes partly to inflation and 
partly to the shortage of foreign manufactured goods, for wdiicli 
Indian industries in their undeveloped state could provide no 
substitute. The optimistic pre-war official view that “the rise of 
prices has made India prosperous,” that wages had quite ke^d 
pace with the increased cost of living, and that the classes ad- 
versely affected formed a small minority of the population, is shown 
to be exaggerated, though the author, jwrhaps, puts t(X> Iieavy a 
weight in the opposite scale. During the war tlie abnormal rise 
was felt as a very great burden, and the Currency Commission has 
declared that “having regard to the conditions under which the 
large mass of the population lives w^e are satisfied that, in so far 
as the rise in exchange has mitigated a rise in Indian prices, it 
has been to the advantage of the country as a whole, andihat it 
is desirable to secure the continuance of this benefit.” It is 
noteworthy that Mr. Brij Narain, writing after the rising in the 
Panjab, stated that “the real causes of unrest ... are ... the 
heavy fall of real wages of large masses of the people.” He pro- 
poses as one remedy, a small export duty on wdieat. It is ex- 
tremely doubtful whether such a duty, levied without regard to the 
actual Indian ])rice at the time, would have much effect. The 
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real argument for an export duty is that, if bad harvests in India 
coincide with circumstances producing a temporary world short- 
age, prices may be forced up in India to a height which consti- 
tutes a heavy burden on a large part of the population, including 
the whole of the vocal literate classes. 

From climatic reasons production in India is liable to sudden 
and extreme contraction. Dearness due to widespread crop 
failure cannot be met by the slow process of wage readjustment. 
The Indian consumer has the right to claim that his sufferings 
shall not be aggravated by the continuance of exports when prices 
are exceedingly high, simply because a wealthy country can afford 
to pay, and temporarily finds it difficult to get all it wants else- 
where. This points to the imposition of a duty only leviable 
when the price of wheat in the great Indian grain markets rises 
above a certain figure, and its increase according to a sliding 
scale, if prices rise still higher and export continues. The argu- 
ments of the (jovernment of India quoted by Mr. Brij Narain 
have little force as objections to a duty on these lines. 

A better Indian case for protection could be made out than 
that presented by the author, w’hose discussion of the subject is 
scrappy and inconclusive. He quotes largely from the speeches 
of Mr. Joseph Chamberlain, and confidently prophesies that 
England will jettison free trade after the war. “It is useless 
to contend,” he says, “that protection does not raise prices to the 
consumer in the beginning, but in the long run ... it lowers 
prices, provided combinations are not formed behind the tariff 
wall.” But he gives no indication of the extent of protection 
required, or of the length of the run before the goal is reached. 
Sometimes, indeed, one might suspect that he had temporarily 
forgotten that “consumption, not production, is the final goal of 
economic activities” (p. 101). If he is in love with protection, he 
has none for imperial preference. He underrates the strong posi- 
tion of India as a great producer of foodstuffs and of the raw 
materials of industry, and as the monopolist owner of jute, and 
exaggerates the danger of retaliation. His objection to the export 
duty on hides, the first step of the Indian Government on the road 
of protection, seems to be that the 15 per cent, tax is reduced to 
5 i>er cent, in the case of British possessions, and that this will 
provoke retaliation. But if retaliation is really dangerous, it is a 
weapon that can equally be used against protective duties, which 
do not discriminate between foreigners and fellow-subjects. 

In view of the author's opinion that a gold exchange system 
tends to inflate the currency and to raise prices, it is not won- 
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derful that he favoured its abandonment. He thinks that that 
system can only be maintained so long as the price of silver is 
steady. It is, of course possible that, notwithstanding the but- 
tresses suggested by the Currency Committee (Eecommendation 
XI), the 2s. standard may break down as the Is. 4d. standard has 
done. While there is a wide divergence between sterling and 
gold, “stability is in the depths and not on the surface” (Sir 
William Meyer), and, with its late Financial Member of Council, 
the Government of India can only pray for their happy reunion. 
Mr. Brij Narain's own solution would have been the adoption of 
a real gold standard with fully convertible rupees and notes. He 
disputes the conclusion of the Chamberlain Commission, which 
the Currency Committee endorsed, that there is no large popular 
demand for gold as a currency, and that gold should occupy only 
a very subordinate place in the actual circulation. 

There is an error on page 174, curious in the case of so well 
informed a writer. It was in 189G-97, not in 1876, that tlio 
exchange value of the rupee stood at 18Jd. 

J. M. Douie 

Indian Finance and Banking, By G. Findlay Stiikras. 

(London : Macmillan. 1920 (Third Impression). Pp. xiv-l- 

535. 18^. net.) 

Indian currency can alw^ays find some new thing with which 
to interest and instruct the student. More numerous and more 
skilled Commissions have sat over it than over any other currency in 
the world ; yet no sooner does a Commission rise than this currency 
])resents some further problem, which no one had contemplated 
in advance, to perplex its official custodians. The Chamberlain 
Commission dealt profoundly wdth the problem of a large tem- 
porary adverse balance of indebtedness and prescribed for it effec- 
tively ; but they did not examine a single witness on the problem 
which actually presented itself, namely, a great favourable 
balance occurring in circumstances in which it was impossible to 
meet it fully by the import of silver, or satisfy the internal 
demand for currency. Accordingly the Babington-Smith Com- 
mittee was called together to supplement the recommendations of 
its predecessor, and proposed a policy well devised to protect 
India from an excessive rise of prices in sympathy with w'orld 
prices, and to fix the rupee at a gold parity safely in excess of the 
probable maximum of its bullion value. But they did not per- 
ceive beforehand that by fixing the rupee so much above its 
previous sterling value they might bring about so great a with- 
drawal of funds on the part of persons who were accustomed to 
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think in terms of sterling (and therefore saw an immediate profit) , 
as, coming at a moment of dejiressed export trade, might render 
the maintenance of so high a value difficult or impossible. Yc.'t 
this is what in fact ensued within a few weeks of their Eeport. 

Mr. Shirras had before him, in writing his book, the l{e|H)rt 
of the Chamberlain Commission and the experiences of the war. 
Unfortunately the Babington-Smith Committee was still sitting 
when his book was published, and he has had to content himself 
with adding as an appendix to the third impression (which the 
usefulness of his book has rapidly demanded) a summary of the 
Eeport of this Committee and a copy of the announcement by the 
Government of India which followed it. This has not prevented 
him, however, from having plenty of new matter to place before 
the public. The Ecfjort of the Chamberlain Commission and the 
l>assage of events during the war had put all previous writings 
on the subject out of date ; and Mr. Shirras has performed a very 
useful service in rendering this considerable body of new material 
readily available. 

Mr. Shirras makes no generalisations and few criticisms. But 
he has written a full, accurate and well-documented account 
of the past history of Indian currency and its present features. 
The reader who wishes to know the facts will find them in this 
b(H)k ; and if Mr. Shirras can bring it thoroughly up to date in the 
next edition, it should remain for some time to come the standard 
description of its subject. 

The reader may sometimes wish that Mr. Shirras had been a 
little more adventurous, had split some nuts for him and reached 
the kernels of his fruit. But he has laboured under the disadvan- 
tages of being an official, and has evidently felt it proper to avoid 
treading on controversial ground. One additional topic, however, 
might have been introduced safely. Mr. Shirras has scarcely 
touched on Indian prices, on the relation of internal prices to 
world prices, and of import prices to export prices, or on the 
bearing of currency policy on price-levels. This was an imix)rtant 
part of the enquiry of the Babington-Smith Committee, and must 
form, in such tinies as these, a principal preoccupation of the 
Government of India. In the interests of the peace and content- 
ment of India I believe that no problem is more important, and 
I should be strongly disposed, if I were in their place, to sub- 
ordinate currency policy to price policy. Yet Mr. Shirras was a 
member, I think, of the Committee on Indian Prices wffiich pro- 
duced several formidable folios, of which w’e should have been 
glad to see the contents in more compassable shape. 

J. M. Keynes 
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Mathematical PoRMULi^R and the Royal Commission on 
THE Income Tax.^ 

The grounds on which the Commission reject the use of 
graduation formulaa arc to be examined here. Their objections 
are summarised in the form of quotations from two expert 
witnesses (Report, 132). 

I- — The first passage, from the evidence of Dr. Stamp, is 
directed against the use of a formula purporting to express the 
ideal relation betAveen amount of income and amount of tax. 
In the context Dr. Stamp show^s that it would be very difficult 
to obtain “a single comprehensive tax return for a year,*' as the 
practical application of such a graduation form would require 
(9583).* Moreover, whereas different formula are proposed, “ it 
is impossible to say which of the various curves truly represent 
that principle of equality of sacrifice they purport to embody” 
(9609). ” That function is necessarily unknown,” as Professor 
Pigou puts it (4274). Again, as Professor Pigou suggests, it is not 
enough to secure equal sacrifice ; ” minimum aggregate sacrifice ” 
must be taken into account (4266). Where the data are so vague 
the deduction must be “in the air ** (Pigou, 4271, 2). 

Yet the premisses, however inadequate to the deduction of a 
definite formula, may suffice for a certain negative conclusion. The 
ground which will not serve as the foundation of the elaborate 
edifice designed may yet be solid enough to support a battering- 
ram capable of being directed against simpler edifices in the 
neighbourhood. First (a), so far as equal sacrifice is supplanted 
by minimum aggregate sacrifice, whatever presumption in favour 
of progressive taxation is afforded by the principle of equal 
sacrifice becomes strengthened. ** The case for (progressive) 
graduation is stronger ** (Pigou, 4258). Now (j3) some presump- 
tion in favour of progressive taxation is afforded by the principle 
of equal sacrifice. The function,” according to which the satis- 
faction attending income — ^and the sacrifice attending taxation — 
varies, is, indeed, ” necessarily unknown ” (4274). But some- 

' Keport [Cmd. 616], and Evidence [Cmd. 288, 1-7]. 

* The bracketed figures refer to the paragraphs in the Evidence. 
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thing about that function is known, or at least strongly presumed, 
namely, that satisfaction as dependent on income increases at a 
rate which diminishes more rapidly than does the rate of increase 
pertaining to the simple function proposed by Bernoulli as apt 
to represent the relation of means to satisfaction.' At least it 
may be safely assumed that the function has not the opposite 
character, tliat which would justify regressive taxation.® Thus, 
if either of the propositions a and and, a fortiori, if both — hold 
good, it follows that the common arrangement according to which 
the rate of taxation (the ratio of the tax to the total, or to the 
taxable, income) rises to a certain maximum, and thereafter 
remains constant ® (however large the income), is contrary to the 
(distributional) first principles of taxation. The graduation pro- 
posed by the Commission is open to this criticism, in so far as the 
rate of taxation, though not perfectly stationary, increases very 
gently for incomes above dB20,000. It is not significant for the 
purpose of this negative conclusion that super-tax and the income- 
tax proper are based on returns for different years. The additions 
by which the '' effective rate " for the ** total of income-tax and 
super-tax is computed by the Commissioners in the tables of the 
second Appendix to the Report are accurate enough to justify this 
criticism.** Of course, the improgressivc character of the scheme 
may admit of justification on prodiictioml grounds. (Cf. 4012, 
4119, 4356, 11787, et passim.) 

II. TMie above use of the materials which some enthusiasts have 
attempted to use for the purpose of constructing an ideally just 
graduation is quite consistent with the view that such a construc- 
tion is impossible. Having exposed that impossibility, Professor 
Pigou, in the course of his searching questions, goes on to educe 
“ the real purpose of the thing (4271). ** When you have got 
cijrtain |X)ints on your scale arrived at by general reasoning,'"^ then 
a mathematical formula can give you a means of interpolating.” 
The ” interpolation ” contemplated (by the present writer at least) 

^ In short it is presumed that the function is of the hypcr-Bemoullian 
kind described in the Economic Jouhnat., Vol. vii. (1897), p. 6.57 ; where evidence 
in favour of the presumption is submitted. More recently Trofossor Pigou in 
Wealth and Welfare lends his authority to the presumption ; and it is now com- 
monly, though not universally, accepted. 

* Economic Journal, loc. cif. 

* Cf. Economic Journal, Vol. xxix (1919), p. 139 and p. 143. 

* Nor need the objection that the income tax does not form the whole of taxa- 
tion {cf. Economic Journal, Vol. xxix (1919), p. 142) give us pause, with reference 
to so rough an estimate ; especially when it is observed that indirect taxation 
(and part at least of local taxation) is proportional to expended income. 

^ Cf. Stamp,** the common sense and instinctive judgment of the people 
(Report, loc. cit .) ; Hopkins, ** a matter of common judgment,” (213). 

No. IIQ. — ^VOL. XXX. B B 
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is of the kind which, given a set of figures (forming, say, the 

argument,'* or first column of a table), deduces a corresponding 
set of figures (to form the entries in the table) by means of a 
formula j or definite function. It is thus that actuaries deduce the 
mortality at different ages by means of the Gompertz or Gompertz- 
Makeham Law. The Pearsonian curves which play a great part 
in modern statistics are of this type. 

To interpolation of this kind it may be objected that, in the 
words of the second passage adduced by the Commission, “it 
would try the temper of all taxpayers" (Report 132). Or, as 
Mr. Hopkins, the witness cited, says elsewhere, " a mathematical 
formula would try the intelligence of a large proportion of the 
general public.” “The time of the tax officials would thus bo 
occupied ... in striving to appease distracted taxpayers by ex- 
plaining the complications of the system " (4017). But why, it 
may be asked, should the general public want to have the com- 
plications explained? They are concerned only with the amount 
that each has to pay. A statement in the form of a table of the 
amounts calculated by the formula is sufficient (cf. 4837, 11,827). 
Cannot the general public read the dial of a town clock without 
going behind to inspect the works? Must not even the more 
intelligent be content with a general knowledge of the principle 
on which time is measured, without going into the niceties of 
"escapements," "gridiron pendulums," and the like. May not 
the general public be satisfied that the dictates of " general 
reasoning," "common-sense and instinctive judgment,"^ are ful- 
filled by the scale of graduation, without comprehending the par- 
ticular method of interpolation. This is one of the questions on 
which the logic of a student is of little weight against the judg- 
ment of official experts; so long, at least, as that judgment is 
confined to particular concrete cases ; for instance, the testimony 
of Mr. Hopkins that mathematical formula) have "no practical 
application to the Income-tax as it stands in this country at the 
present day" (4079). 

A similar remark applies to the objection described by the 
Commission as " most serious and almost insuperable," namely, 
" the necessity of determining the exact total income of the tax- 
payer " (Report 133).^ But that this objection is not universally 

' Above p. 399. 

* Cf, Hopkins (4017). “ If the present simple methods of graduation wore 

discarded iii favour of some mathematical formula under which the rate 
of tax varied with, say, each pound of income, it would bo nocejssary to know the 
exact amount of the total income before an assessment upon any port of the 
income could be accurately made.” 
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applicable may be shown by an argumentum ad hominem or ad 
vigintiviros, the Commissioners, whose own scheme is nearly as 
open to this objection as one founded on a mathematical formula. 
To show this let us compare their scheme with formulse of gradua- 
tion proposed in the Economic Journal.^ We may employ the 
tests which they prescribe, namely (a) practicability, especially 
so far as the conditions under which total income may be calcu- 
lated are concerned ; (b) equity, that is to say, the necessity for 
increasing the rate of tax steadily as the total income 
increases . . . ; (c) simplicity in explanation and case in compre- 
hension** (Report, 135). The comparison is most conveniently 
made in the simple case of the taxpayer being a “ single ** person, 
and the income all “ investment.** The taxation proposed by the 
Commission is twofold, income-tax (proper) and super-tax. 

The first tax is arrived at thus. Deduct .£135 from the 
total income, and on the remainder, the “taxable income,*' 
impose a tax of 3s. in the pound, up to the limit of £360 total 
income, that is, £2*25 taxable income. On the portion of taxable 
income above that limit impose a tax of Gs. in the pound. This 
scheme may challenge comparison with one pro])osed in the 
Economic Jociinal, according to which the rate of taxation is 
given by the formula 

x+L * 

where x is the taxable income, the remainder over and above an 
exempted minimum ; r and arc constants to be adjusted to 
conditions such as those stated by Professor Pigou in a passage 
above cited. 

With reference to the first tract of income from £135 to £360, 
it may be admitted that, at least in this country at the present 
day, the Commission’s scheme passes the first test better than 

^ Vol. xxix (1919), p. 138 et seq. 

* This constant L, called Af in The Economic J ouunal, is not to be identified 
with the constant, also called M thoro, employed in Prof. Ctissc'l’rt s?chonio to ro- 
prosont the maximum abatement. L might bo regarded as tho cxccsa of the 
maximum abatement above the minimum of Bubsistcnce, say £135. But that 
conception is not sufTiciently general. Thus the formula might well be adapted 
to present a set of rates corresponding to the bcuIo (income-tax plus Biiper-tax) 
proposed by tho Commission between incomes of £2000 and £20,000. If we de- 
termine L (and r) so that tho taxes at those points should be the same os given 
by tho formula) and by tho Commission (for single persons and income all invest- 
ment) L proves to be above £1600, the total abatement above £1600 ! In the 
words of the Commission a “ difficulty would bo oxperioncod in convincing people 
with small incomes ’* that taxpayers with largo incomes might properly receive 
an abatement so much larger than that allowed to small incomes (Report, 138). 

Economio Journal, 1919, pp. 140, 141. 
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its rival. If the taxpayer is charged at the uniform rate through- 
out that tract, he is under less temptation to transfer his income 
by misrepresentation to a figure at which the rate is lower ; and 
there will be less need of revising local assessments (Eeport, 133). 
But this advantage ends at the limit £360. Thereafter the 
“effective rate of taxation” on the total income, or on the tax- 
able income— an equally appropriate conception — varies con- 
tinuously for the Commission’s scheme, just as well as according 
to the formula. If I is the limit at which the tax ceases to be 
simply proportional, and r is the standard rate (Eeport, 149), the 

rate of taxation on the taxable income is where, as before, 

X 

X is the taxable income. This rate varies continuously with x 
just as much as that above given by the formula. Whatever 
practical expedients are employed to meet the difficulty in the 
one case are surely equally admissible in the other. On the first 
count, then, (a) the two candidates are equal. Considering next 
the third test (c), simplicity, can it be maintained that there is 
much difference between the two expressions for the effective rate 

on the taxable income, viz., r — ~ and r -— ? Lastly, (b) as 

X X + Jj 

to equity and steady increase, let us compare the graduation 
determined by the formula with that prescribed by the Commis- 
sion (for incomes above £3G0). Whereas there are two constants 
at our disposal, r and L, let us determine them so that the formula 
may coincide with the Commission’s scheme at two points con- 
sidered as the “certain points on your scale arrived at by general 
reasoning” (Pigou) or “instinctive judgment” (Stamp). ^ The 
limit £360 — £225 above the exempted minimum (£135) — may 
properly be taken as one of those points.® Let us take £2,000 
for the other point.® We have then two simple equations to 
determine r and The resulting values are r = 0*32058 (6s. Cni. 
in the pound); L = 255*869.® Using these values for the con- 

» Above, p. 399. 

* Especially if it be conceded that the formula is not to apply below that limit, 
the effective rate for the tract below (and at the limit) being the same as what it 
is in the Commission’s scheme, viz., 3s. per pound on the taxable income. 

* Of course, if preferred, we might take for the other datum the “ standard ” 
ratio r==’3 ; with the result of greater consilience for the higher incomes, less for 
the lower ones. 

The figures on the right are obtained from the directions given in Port I of the 
Report ; supplemented by Table I in Appendix II. 

* Of course in practice round num^rs would be employed. 
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stants, let us determine the tax according to the formula at several 
points, and compare the figures with those of the Commission. 


Table I. — Gom'paring Taxes according A to the Scheme of the 
Commission, and B the Formula. 

Income in pounds 360 500 700 1000 1500 2000 

Tax A ... 33-75 76-76 136-76 276-76 376-76 5 -75 

Tax B ... 33-76 68-79 124-76 214-00 367-30 626-76 

There seems to be no significant difference between the two 
sets of figures. A similar indifference is shown by a comparison 
of the effective rates of taxation. 


Table II. — Comparison of Effective Rates according to A the 
Commission Scheme, B the Formula. 


Income in pounds 

360 

600 

700 

1000 

1600 

2000 

A . . : 

1/lOJ 

m 

3/lOi 

4/6 

5/0 

5/3 

B . . . 

1/10 J 

2/9 

3/7 

m 

4/11 

6/3 


The effective rates of taxation on the taxable income present a 
similar comparison. In point of equity and gradual increase 
there is nothing to choose between the two schemes. 

The above comparison illustrates a property of some import- 
ance belonging to the sort of “interpolation” with which we are 
here concerned. If the constants are determined so that the 
formula shall fit exactly at a few points, it will generally be found 
to fit approximately in the neighbourhood of, and even to a con- 
siderable distance from, these points. The property was brought 
prominently under the notice of the Statistical Society on the 
occasion when Dr. Brownlee read a paper advocating a new 
formula for the graduation of a Mortality Table. ^ 

Now let us go on to the second tax wdth which the Commis- 
sion deals, the super-tax. And let no difficulty be created by the 
circumstance that the two taxes are not based on returns for the 
same year. The task of interpolation is not hampered by that 
cincumstanoe ; test (a) is passed triumphantly. For all that we 
have to do is to find a simple formula which will adequately repre- 

‘ Journal, Vol. Ixxxii (1919). Dr. Major Greenwoodgiving his own and Mr. Yule’s 
experience said “ they could fit the same data to this (the same) degree of accuracy 
by formula from two contradictory theories, the mathematical expressions of 
which were totally distinct one from another loc. cii. p. 67. Similar testimony 
was borne by another speaker (p. 76), with the reservation that the functions 
employed should be of a kind suited to the subject matter. 
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sent the scheme proposed by the Commission (Beport, 162). 
Here is the scheme : — 

Table III. — Showing Rates of Super-tax proposed by the 
Commission, 

Income in thou- 
sands . . 2 2.6 3 4 5 6 7 8 9 10 20 

Rates in succes- 

sivozone . . 1/6 2 2/0 3 3/6 4 4/6 5 6 6 

This scheme is like the “ Scene of Man ’* according to Pope— 
“A mighty maze, but not without a plan.” Over a portion of 
the tract dealt with, from three to nine thousand, a certain law 
iri discernible. With reference to that portion we may say, in 
the words of a Commissioner, “the regularity of the curve ought 
to be sufficient almost to satisfy the soul of a mathematician ” 
(4128). The satisfaction would be greater if, instead of making 
five steps each of length corresponding to £1,000 and of height 
6d., there was a continuous rise in the rate; represented by a 
simple equation.^ The total tax (above the point where regularity 
set in) would then be represented by a simple parabola instead 
of a discontinuous series of right lines. 

But w'e are not concerned now with this partial regularity ; 
our task is, rather, to represent the wdiole sclieme by a simple 
formula. To carry in mind and comprehend the Commission’s 
scheme, a number of features must be attended to ; there are a 
great many “things to remember,” in the phrase of one of the 
expert witnesses There is first the starting-point, £2,000 ; but 
this need not be counted against the scheme, as any rival scheme 
must also have a starting-point. Then there are the length £500 
and the height Is, 6d, of the first step, two “things to remem- 
ber” ; likewise the length of the second step £500 and the height 
Gd., two more things. Then we enter on a tract characterised 
by steps of equal length £1,000, and equal height Gd. There nrc 
thus only two things to remember about that tract up to the [x.»int 
at which it stops, 9,000, wffiich makes another thing. The length 
and breadth of the next step (up to £10,000) count for two more 
things ; and the st6p to £20,000 means two more.® Altogether, in 
order to comprehend the scheme, eleven details must be carried 

^ Eg, y—fx; x being the income above £3000, and y the rate on that excess. 
The total tax would bo given by the integral of y, viz. r x*. Contrast the 
expression for the total tax according to the Commission’s scheme given below 
Note to p. 405. 

* Mr. Homer, deprecating the use of a table giving the tax payable on each 
of several incomes. 

® Cf. Economic Journal, loc. cit.» pp. 160 wnl 151. 
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in mind. A tiro at golf complained that he could only make a 
good stroke when he kept in mind, and. simultaneously attended 
to, a dozen rules (as to* the position and movement of his clubs 
and limbs) which he had been taught by the Professional. Now 
suppose, as some experts teach, that all the points which the 
golfist should observe are summed up in this one commandment, 
“Keep your eye on the ball”; would not this be favourable to 
“simplicity in explanation and ease in comprehension” (test c)? 
That is ihe sort of advantage which an interpolating formula 
offers to the practice of finance. There can be found an <ixy)res- 
sion for the super-tax at any point of the scale from ^E2,000 to 
£20,000 which involves only two constants. Nor are they 
involved in a complicated fashion. Indeed, the expression is 
simpler than the expression for the super-tax at a point in that 
part of the Commission scale which alone admits of a general 
expression, the tract beginning at £3,000 and ending at £9,000.^ 
The rule to be proposed is nearly as simple as that which applies 
to the first tract of the Commission’s income-tax ; which is the 
simplest possible, simple proportion. According to that rule, if 
X is the taxable income, and t is the tax to be paid thereon, 
t-rXf where r is a proper fraction. It comes to the same to 
say that, if y is the disposable income, that which remains over 
after the tax t has been paid, y = bx, where 5 = 1 - r (also a proper 
fraction). That is the formula for unprogressive taxation. For 
progressive taxation, let us put a formula which seems next to 
that in simplicity, namely : 

Jjogy = hJjogx. 

Mr. Hopkins, who so ably voices official objection to mathematical 
complications, w*ould, it may be hoped, not object to the use of 
logarithms as calculated to try the temper and intelligence of the 
general public. For Mr. Hopkins himself em 2 )loys logarithms for 
the purpose of exhibiting schemes of taxation. He w’rites : “The 
divisions of the line representing the amount of income in this 
and the following graphs are based not on the actual amount of 
the income, but on the logarithm of the amount of the income*’ 
(Royal Commission on Income Tax, Instalment II., p. 81 ct 
scq.). Our graph would differ from his only in having both axes 
based on logarithms. Let the axis of x rci^resent ihe logarithm 

^ If a; is the amount in pounds of income above £3000, and n is tho 
number of integer thousands in x, the general expression. for tho super lax on 
3000 -[-a; is according to the rules of tho Commission. 
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of taxable income ; and let the disposable income be measured on 
the axis of y. Then the simple equation, y — bx, represented by a 
line on a diagram, repregents the (logarithm of the) disposable 
income corresponding to any assigned value of the (logarithm of 
the) taxable income. If another constant is required, there should 
be added to the expression for y another constant, say, A , or log a.^ 
With reference to the case under consideration, the ratio of any y 
to the corresponding x is taken to be about 0.9 ; and the constant 
addendum 0.32 ; constants determined as follows. To fit the 
formula to the Commission’s super-tax, assumed to be agree- 
able to the judgment of the wise, let us take as the points 
“arrived at by general reasoning,” in Professor Pigoii’s phrase, 
jG 2,000 and ^10,000 ; for which the amounts of super-tax are 
resi)ectively nil and .£1,462 (for single persons, with income all 
“investment”; Eeport, Appendix 11., Table No. 4). We have 
thus two simple equations® whereby to deterinine the constants 
a luid b. Solving these equations, we obtain: Log a-- 0*32419, 
b — 0*90179. These constants are employed to find the disposable 
income and thence the tax payable for any amount of income 
between £2,000 and £20,000. Some comparisons with the scheme 
of the Commission are presented. 


Tadlr IV. — Comparing Super-tax A according to the Commission, 
and 13 according to the Formula. 

Incoino in pounds . 2000 5000 7000 10000 15000 20000 

Super Tax A , . 0 362 7:17 1462 2712 3962 

Super Tax 13 . . 0 443-4 853-6 1462 2697 4050 3 


Tiie corn[)arison of these figures with those proposed by the 
Commission will show that test (b) is satisfied by the now curve. 

No doubt, if we advance far beyond £20,000, the characteristic 
property of interpolation which has been noticed^ will cease to 
operate ; there arises discrepancy of the kind shown below : — 

^ Tho equation Log y = Log « + 6 Log x is identical with tho perhaps 
familiar form given in The Economic Journal (1919, p. 144), y — a Xb* 

* (1) Log (1 + 6 Log 2000 =5 Log 2000 ; (2) Log (( + 6 Log 10,000 

Log (10,000- 1462). 

® Of course other pivots might havo boon used for the purpose of obtaining 
a formula of the proposed type corresponding to tho schomo of tho Commission 
(presumed to bo just) ; for instance, 2000 as boforo, and 7000 for which the Super- 
tax, according to the Commission, is 737. Whence by parity of reasoning thoro 
ia found b~ -91 101 and Log a='29376. Which constants being inserted in tho 
formula will give a scale similar in its general features to table IV. 

* Above p. 403. 
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Table V. — Comparing the Effective Rates of Super-tax on 
Incomes above £20,000 according to A the Commission's 
Scheme, and B the Formula,^ 


Income in pounds 

. 20,000 

50,000 

100,000 

500,000 

1,000,000 

Bffeotive rate A . 

. 3/lU 

4/lOi 

6/2i 

6/5 

6/6i 

Effective rate B . 

• 4/0} 

5/6 

6/4i 

8/4i 

0 1* 


If, then, the flattening of the rate for the upper incomes was 
deliberate on the part of the Commission, the new formula will 
cease to correspond to their judgment. But if there was a 
minority, as we may surmise,® in favour of a more severe pro- 
gression, they might welcome a formula which embodies their 
ijfl^al without any additional complication ; whereas, to effect a 
similar graduation (above £20,000) on the lines of the Commis- 
sion, some dozen additional “things to remember” might be 
required. Or, if the requirements of a just progression were 
thought not to bo quite satisfied by the formula, it would be easy 
to introduce one or more additional functions of the same type, 
tiglitening or lightening the tax at different points according to the 
judgment of exports and the sense of the community.® The Chan- 
cellor of the Exchequer, employing a formula which of all appro- 
priate to progressive taxation seems one of the simplest,* may 
hope with some confidence to construct a scale of taxation not 
very different from the ideal scale, could it be discovered. He 
would be in the fortunate i^osition of the statistician when, having 
to combine observations dispersed according to some unknown 
law, he selects, out of the innumerable possible methods of 
averaging, a familiar one — the arithmetic mean ; or when, in the 
construction of an index-number, he employs some handy system 
of weights, the true system not being ascertainable. The statis- 
tician may be certain that the methods practised wdll not yield 

^ Wlien an income-tax of so much (c,g. 6«.) por pound is added to a super-tax 
framed as above, there will idtimatcly (for incomes above some millions sterling 
per ann. !) be reached a stage at which the tax -payer will have no motive to in- 
crease his income (5ee Economic Journal 1919, p. 146 et aeq.). But, if necessary, 
this breakdown can bo indefinitely deferred by putting for “ Log x ’* in the 
formula “ Log (1 — y)x ; ’* where y is a proper fraction not exceeding the rate 
of the income-tax (e.^^. *3). 

* Asked if he agreed to graduation leading to “ practical extinction beyond 
a certmn point,” Dr. Stamp replied ” I hesitate to say extinction, but I think 
severe progression,” (9791). 

* CJ, Economic Journal, 1919, p. 162. 

* As the classical utility-function Log xfc (where x Is the total income and c 
the minimum of subsistence), perhaps the simplest function which fulfils the 
condition of continual increase at a decreasing rate, leads to the (unprogressive) 
graduation formula y=^bx; so the next simplest function that increases loss 
rapidly, viz. Log Log x/c, leads to the (progressive) Log y— 6 Log x+log a. 
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the best result conceivable; but he may also presume that the 
result of the ideally best method is likely not to differ widely 
from that of his fairly good method. Something of the confidence 
which the theory of probabilities imparts to statistics the charac- 
teristic property of interpolation ^ may impart to fiscal practice. 

Altogether, the Commission seem not to have done justice to 
the use of mathematical formulae for the purpose of interpolation. 
They justly reject formulae purporting to express an fdeal scale 
of taxation. But they do not recognise that some approach to 
the ideal is possible by way of interpolation. 

F. Y. Edgeworth 


The Marxists at the Cross-Eoads 

The Marxist doctrine that the mere blind action of economic 
forces must necessarily lead to a collectivist regime, was very effec- 
tive in gaining adherents to Socialism among the workers in enrly 
days. The mere fact that the social justice for which the prole- 
tariat consciously or unconsciously longed, ceased to be regarded 
as the dream of this or that idealist, and became instead the 
inevitable goal to which society, whether it would or no, wafe 
irresistibly drawn by the mechanical evolution of economic forces, 
was of enormous consequence. An ideal which might never have 
emerged from the Limbo to which Utopias are relegated, became 
a certainty which inspired both propagandists and their listeners 
with the firmest faith in its realisation. And in the ir\aking of 
converts this faith is the most important psychological clement. 

This fatalistic doctrine, however, concealed under its manllc 
of revolution and activity a germ of social conservatism and 
inertia. According to the Marxist, the mechanical evolution of 
the capitalist regime leads to a progressive concentration of all 
economic production in the hands of a limited number of indus 
trial magnates. When the time is ripe, all that is required is to 
strip off the outer garment of private property and set up the 
collectivist r(5gime. It follows that however necessary it may be 
to organise the proletariat so as to have an instrument ready to 
hand when the time for discarding capitalism arrives, yet no 
action can be taken, until the concentration both of business con- 
cerns and of private property has reached its full limit in every 
branch of the production of wealth. It was because Marx and 
his closest followers believed in this necessary economic develop- 

^ Above p. 403. 
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ment, that they never paused to criticise the legal aspect of the 
constitution of the society in which they lived, much less to point 
out suitable modifications tending towards that nationalisation of 
property for which the proletariat longs. In the eyes of the pure 
Marxists this constitution is in fact only part of the social super- 
structure formed and determined by the underlying process of 
wealth production. Nevertheless they regard it as entirely incap- 
able of reacting, through any modification of its own, on the 
economic process. Consequently they have never raised a protest 
against the existing law of proi)erty ; nor have they ever drawn 
special attention to the absolute right of bequest and inheritance, 
instituted by the propertied classes for the very purpose of keeping 
capital in general, and the instruments of production in particular, 
in private hands, so that not even the smallest fraction can become 
collective property. For Marx and the Marxists it is not worth 
while to tinker with existing institutions, since no change in 
these can deflect the inevitable course of the economic process. 
They are therefore a negligible quantity. 

While howT.ver organised labour increased in numerical 
strength and gained enormously in importance relatively to the 
other classes of society, the concentration of the producing con- 
cerns and of private property throughout the whole field of econo- 
mic activities did not fulfil the Marxist predictions. Yet this con- 
centration is essential if the simple method of dispossessing a 
squall group of industrial magnates is to bring the longed-for 
collectivist regime, ready-made and in working order, into being. 

The ideas of right and justice for all peoples, and of emancipa- 
tion for all who are oppressed, gained enormously in currency 
during the World War. The promises of greater justice for all 
classes of society to follow on victory, promises repeatedly made 
by the governing classes to the combatant masses at the front, 
and the masses in the workshops at home, as also the deep dis- 
content left behind by the anxiety, sorrows and privations caused 
by the war and dragging on through the lengthy period of peace 
negotiations, all conduced to bringing a very large number of 
recruits to the Socialist army. They have produced everywhere 
a revolutionary ferment, such as has never been known before. 

The revolutionary instrument then is here, ready and efficient. 
But it cannot proceed to its task of violent dispossession appointed 
by Marx, because the capitalists to be dispossessed are to-day not 
a small group, but legion. Moreover, the delicate economic 
inechanism of production is still infinitely far from the condition 
in which transition to a collectivist regime would be an easy 
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matter. . On the contrary, revolutionary action to that end would 
result in complete confusion. 

Hence in every European country, the Socialist leaders whom 
Marx and his doctrinaire followers have left without guidance, 
without even a general indication of the path to be followed, are 
perplexed and disconcerted. The masses are continually incited 
to Eevolution ; are solemnly told that the decisive hour is about 
to strike. But no one knows what results this Eevolution is to 
achieve, or what economic organisation is to supersede the exist- 
ing one. If the more fiery, in whose minds still resounds the 
confused echo of the Apocalyptic passage in Das Kapital, continue 
to preach violent dispossession, the more authoritative leaders of 
the party, with a greater sense of responsibility and a truer appre- 
ciation of the real position, give voice to the most earnest warn- 
ings. They point out that the destruction of the economic 
mechanism of wealth production would be an act of sacrilege 
absolutely disastrous to society in general and the working classes 
in particular. Nor could a worse time be chosen than the present 
when society must repair the ravages of war or perish. 

The Socialists of all countries therefore hesitate in uncertainty 
between performing or not performing that one and only revolu- 
tionary act which Marx and his followers have been able to sug- 
gest ; and their formidable force of action is worn out and reduced 
to impotence and inertia by the dilemma. Obsessed with the 
doctrine that the course of the economic process cannot be 
deflected by any modification of the law, they never ask, and 
never could ask, whether there is not an alternative method of 
arriving at the socialisation of capital and of the instruments of 
production. The method which never occurs to them is a gradual 
and continuous process which would not play havoc with produc- 
tion — a process initiated by a suitable modification of the law of 
property. When the representation of the working classes has 
gained sufficient predominance, and when the popular desire for 
a juster regime has become irresistible, the required change can 
be effected in legal form by constitutional action. 

The Socialist leaders are therefore at the parting of the wMiys, 
and one of two courses they must take. Either they must 
renounce the Marxist doctrine of the blind evolution of the econo- 
mic process, which cannot be influenced by the conscious action 
of men and parties through legislative enactments, and they must 
admit that law, and above all the law of property radically trans- 
formed, can effectually alter economic relations in favour of the 
working classes. Nor do the aspirations of the latter in this 
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respect conflict with the interests of society as a whole, which can 
derive nothing but benefit from a change calculated to relieve it of 
some of its parasites, and to make for greater social justice. 

If this course be not adopted, the Socialist leaders have no 
alternative but to remain absolutely powerless. This is a condi- 
tion no less harmful to society, which is kept in a chronic and 
purposeless state of revolutionary ferment, than to the party and 
its ideals, for whom inaction and impotence must inevitably spell 
discredit and discouragement. 

Eugenio Rignano 


Abnormal Deviations in International Exchanges 

In No. 112 of this Journal Professor Cassid has maintained 
that “a country whose imports are impeded from all sides, but 
whose exports are relatively free, might see its money go up in 
value in foreign places considerably above the rates, which would 
correspond to the internal value of this money, as it is expressed 
by its purchasing power within the country.” 

In this way Professor Cassel seeks to explain the difference 
between the “internal” and the “external” value of money, 
which has manifested itself most conspicuously in Germany ; but 
while in Germany the “internal ” value was the higher, in Sweden 
the opj)osite was the case. 

In No. 116 I have disputed Professor Gassers explanation and 
made an attempt to show that, except momentarily, exchanges 
have nothing to do with the so-called balance of payments, or of 
trade, but are the resultant of prices. 

In No. 117 Professor Cassel attacks my article, and makes the 
remark that I '"seem not to have understood this most important 
cause (viz., prohibitions of exports or of imports) for a deviation 
of a rate of exchange from its piirchasing-power-parity.” As this 
is rather a singular way to inform the reader that I had disputed 
these causes as such, I supjxise that Professor Cassel has not 
caught the tendency of my argument. 

Professor Cassel reproaches me that “my quotation of his 
article is misleading,” and that I wrongly identified his view with 
that which attributes the fall of exchanges to an import-surplus, 
recalling to my memory that he has “directed during all the 
years of the war a considerable part of his scientific work to efforts 
to destroy the popular fallacy, that the movements of the 
exchanges could be explained by the balance of trade.** 

I am well aware of this, and may fix Professor Cassel’ s atten- 
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tion to the first lines of my article, where I pointed ont that 
Professor Cassel “has contended in Nos. 101 and 103 that tho 
rates of exchange in a country are expressive of the internal value 
of the money, and for that reason are determined by the quotient 
of the inflation in that country.” 

But Professor Cassel appears not to see how he has come into 
direct contradiction with his former view by the amplification he 
has since given. He now maintains what he formerly disputed, 
and has surrendered to the enemy so completely, that he lias 
already been cited as an authority for the view that “the move- 
ments of the exchange can be explained by the balance of trade,’* 
the same assertion which Professor Cassel himself formerly 
denounced as a “popular fallacy.” 

Professor Cassel now hokb the view that “the exceedingly 
severe hindrances, which are put in the way of Sweden’s imports 
and which surpass considerably those in the way of her exjxirts, 
(with the result of) an unprecedented accumulation of assets in 
foreign countries together with a great import of Swedish securi- 
ties from abroa<l,” explain the higher external value of tho 
Swedish money, because in such a case “claims on foreign money 
will be comparatively easy to procure but difficult to make use of.” 

What difference is there between this view and “the popular 
fallacy ” that “ the exceedingly severe hindrances, which are juit 
in the way of Germany’s exports, and wdiich surpass considerably 
those in the way of her imports, with the result of an unpre- 
cedented accumulation of foreign assets in Germany together witli 
a great export of German securities abroad, explain the higher 
‘internal ’ value of the German money, because in such a case 
claims on foreign money will be comparatively difficult to procure, 
but easy to make use of.” 

As Professor Cassel and other economists had previously corf- 
fined their efforts to the positive assertion, that tlie exchanges an? 
determined by the respective money values, the scope? of my 
article was, to bring the Jirgative proof, to show, what was the 
concrete mistake in the conception of the “balance of trade” 
view; and to explain, that the conception, that foreign money 
sinks in value when import is impeded, because claims on siieh 
money are then easy to procure, is the banker’s view of the (;nsc, 
which does not penetrate into the core of the question and leads to 
a wrong conclusion. I need not reixjat my argument here ; that 
it was not unnecessary is proved by the fact, that such a coin- 
jietent theoretician as Professor Cassel fell into the snare for wliich 
that conception is responsible. 
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Exchanges must always be the resultant of prices, and if the 
“external” value of money presents a difference from the “in- 
ternal ** value, this can only mean, that the 'price-level has not 
settled down and that prices of export and import goods are mt 
in equilibrium with other prices. Professor Cassel touches this 
point on p. 45 of No. 117, but if we call this a deviation from 
the purchasing-power-parity, we do not, in my opinion, use “words 
of precision.” No general parity has in this case come to expres- 
sion ; the price-level does not act as a whole, but is irregular, and 
there seem to be different parities, out of which in the long run 
one parity will come forward again. There is no reason, however, 
to deduce a “parity” from the inland prices, and not from the 
import and export prices. 

It stands to reas(jn, that exchanges can never for a long period 
deviate from prices ; this would mean that people would buy and 
sell at prices that did not suit them. Prices are not the resultant 
ot exchanges, as is often thought, but of offer and demand for 
the commodity, and quantity of currency; and out of the prices 
so formed in several countries, exchanges arise. 

There is a second error in Professor Gassers article. In his 
latter Jirticlc, in No. 117, Professor Cassel refers to ^'one-sided 
interferences between the trade of two countries, e.g., prohibitions 
of exports or of imports, custom duties, etc.” But such inter- 
ferences are not one:sided at all, though they may appear as such 
at first sight. It is an old free-trade adage that, if import is 
restricted, export is also restricted, and vice versa. Protective 
policy does not originate an export surplus. 

In the case of Sweden, on the contrary, there was an export 
surplus. Sweden’s import was not hampered by import duties 
nor by prohibitions ; far from that, Sweden’s most ardent desire 
was to import as much as possible; but Germany wanted to 
import more than it could pay by exports, and thereby had to 
postpone its payments; Germany w^anted credit, that was the 
reason of Sweden’s cx^xirt surplus, its assets in foreign 
countries, and import of home securities. The only con- 
nexion between exchanges and those credits was, that they both 
sprung from the same source— Germany’s unfavourable 
economic situation. 

On the other hand, duties certainly have an influence on the 
purchasing-power-parity, as they change prices ; which influence 
it is impossible to tell, as it is equally im[)ossible to tell, what 
influence they will have on the relation between the tw^o price- 
levels ; which of the tw’o levels they will affect in the most 
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unfavourable way. At all events, duties will originate, not a 
deviation from the parity, but a change of the parity. 

I am glad to hear from Professor Cassel that he “does not 
deny that a reduction of the consumption stock has the same 
influence on inflation as an increasing of the stock of money.” 
But, if so, it is obvious that one cannot identify the inflation 
quotient of the different countries with the rates of exchange, as 
Professor Cassel has done in his former articles, because the 
difference in the movement of the consumption stocks in the 
different countries is then neglected as a factor in the reasoning. 

E. C. VAN Dorp 

[This interesting controversy must now be considered to have 
ended.— Editors.] 


Rkcent Official Papers 

Report of the Board of Agriculture for Scotland 'by II. M. 
Conacher and Prof. W. R. Scott on Agricultural organisation 
in France, with suggestions for a Scottish Scheme of Agricultural 
Credit. Edinburgh: His Majesty s Stationery Office. 1920. 

The International Year Book of Agricultural Statistics, 1909-1018, 
Eomc : International Institute of Agriculture. 1920. Fr. 15. 

The fifth Year Book of Agricultural Statistics is a volume of 
over 700 pages, which supplies in a systematic form for all countries 
having statistics the data on yield, trade, consumption, and prices 
of tlie chief agricultural products during the whole decennial period 
from 1909 to 1918 for the Northern Hemisphere, and to the first half 
of 1919 for the Southern Hemisphere. This is the last year book to 
deal with States according to the pre-war political frontiers. 


Current Topics 

The issues of The Economic Journal for June, 1918, September, 
1918, March, 1919, and June, 1919, are now out of print. As a 
few additional copies are urgently required for the purpose of (*«an- 
pleting sets, the Secretary of the Eoyal Economic Society would Ix^ 
much obliged if any Fellows who can spare their copies ©f these 
issues would return them to the Assistant Secretary, Mr. 8. J- 
Buttress, 6, Huraberstone Eoad, Cambridge. A payment of 
7s. 6d. will be made for each copy so returned. 


An important volume of Memoranda has been published by 
Messrs. Harrison by direction of the League of Nations, which have 
been prepared for the Brussels Conference; but unfortunately it has 
been received too late for notice in this issue of the Journal. 



EECENT PERIODICALS AND NEW BOOKS. 

Journal of the Royal Statistical Society, 

May, 1920. The Iron and Steel Trades during the War M. S. 
Birkett. The Fertility of Various Social Glasses in England 
and Wales, T. H. C. Stevenson. The difference in fertility 
between classes became considerable in the last quarter of the 
nineteenth century. It is lowest in the professions. The lower 
child mortality of the less fertile classes is far from 
compensating their low fertility. Crop Cycles in the 

United Kingdom and in the United States. H. C. 
Moore. By the use of “ periodograms ” is it found inter alia 
that there are cycles of eight years in the yield per acre of the 
crops in the United Kingdom, France and the United States. 
The Theory of Measurement of Changes in Cost of Living. T. 
L. Bennett. An attempt to evade the besetting difficulty of 
index-numbers, that quantities consumed change simultaneously 
with prices. The Variations of Wholesale Prices in Italy dur- 
ing the Great War. Prop. C. Ottolenghi. 


Edinburgh Review. 

July, 1920. Capitalism I. Dr. A. Shadwell. Capitalism is defined 
and is shown to have existed in ancient times and the Middle 
Ages; contrary to Marxian doctrine. War and Population. The 
Editor. Decline of birth-rate, being consistent with increase in 
the absolute numbers added yearly to the population (never so 
great as in this century), is no alarming symptom. The danger 
of being submerged by more prolific races may be lessened “ if 
the slow-breeding nations make it part of their national policy 
to combine for mutual aid,” and “ by inviting the whole world 
to follow the wise example set by the more prudent classes.” 


Contemporary Review. 

July, 1920. The Nation’s Wheat Supply. Anthony Collett. Eng- 
land and her Sugar. J. Saxon Mills. 


Journal of the Institute of Bankers in Ireland (Dublin). 

January, 1920. Nationalization of Railways. Prof. B. S. Shields. 
After balancing the pros and cons of State management or owner- 
ship, the writer recommends for Ireland a temporary policy of 
delegated State management. In the April and July numbers 
No. 119.— VOL. XXX. ^ 
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Scientific Management and Business Combinations are discussed 
by the same writer. 

Better Business (Dublin). 

May, 1920. A Comer of Co-operative Ireland. Diarmed Caffee. A 
motor-car tour among Co-operative Societies. The Economic 
Conditions of Central Europe since the Armistice. N. R. G. A 
gloomy picture. Co-operative Productive Federation. 11. 
Halstead. The secretary of this institution explains how it 
aids Productive Societies by opening up a market for their goods, 
and in other ways. Co-operative and Consumers* Societies. The 
relations of Agricultural to other kinds of Co-operative Society 
are shown. 


Indian Journal of Economics. 

July, 1920. Essentials of Sociology. Patrick Geddes. Proposed 
New Economics Course at Allahabad. The Indian Food Problem. 
D. S. Dubey. 

Quarterly Journal of Economics (Boston). 

May, 1920. Nitrogen: its fixation^ its uses in peace and war. 
Grinnell Jones. Prices and Currency in Japan. Victor Clark. 
Factors Determining the Interest Rate. G. R. Davies. The 
German Capital Levy Tax. J. Jastrow. Is Competition m 
Industry Ruinous? Eliot Jones. 

The American Economic Review (Cambriclge, Mass.). 

June, 1920. The War and the World*8 Mercantile Marine. Arraham 
Berglund. Final Aspects of State Income Taxes. Alrada 
Comstock. Cost, Fair Value, and Depreciation Reserves, p]. 
A. Saliers. War Profits and Excess Profits Taxes. Carl 
Plehn. This new tax expresses the general conviction that 
there is a normal or “ modal ’’ rate of profit. The working seems 
to justify Secretary Glass’s description: “It encourages 
wasteful expenditure, puts a premium on over-capitalization, 
and a penalty on brains, energy, and enterprise.” Keynes* 
** Economic Consequences of the Peace.’* Clive Day. A criti- 
cism by one who took part in the territorial work of the Paris 
Conference. The Past Decade of the Foreign Commerce of fhe 
United States. S. Li'fMAN. There is a valuable r^.sum^ of the 
Report of the War Cabinet Committee on Women in Industry 
(noticed in the Economic Journal) [Cmd. 167 J, by Edith Abbott. 

Political Science Quarterly (New York). 

June, 1920. Forecasting the Crops of the Dakotas. Henry L- 
Moore. ” A properly equipped economist without leaving his 
study could have reached more accurate predictions " than the 
Government forecasts ” from the simple data published by the 
Weather Bureau.** The rainfall at a critical season, and with 
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it the leading crops of the Dakotas, tends to follow a compound 
cycle. The Burdens of Preparedness and War, S. Leon Levy. Ex- 
tracts from the unpublished lectures of Senior (mentioned in the 
Economic Journal, 1918) clinch objections to the policy of 
“ helium para." Seligman, Bogart, and Leonard Ayres contri- 
bute to an estimate of the burden imposed by the late war. 

Annals of the American Academy (Philadelphia). 

May, 1920. This issue deals with prices : the gains and losses caused 
by rising prices, the prospective changes in the price level, etc. 
Sir George Paish describes the world s monetary breakdown. 
Prof. J. Hollander connects inflation with the bungling of the 
American Government. Prof. G. Cassel advocates an inter- 
national discussion of the world’s monetary problem. 

July, 1920. //id usf rial Sf at ilify is the subject of this number. Prof. 
E. Mahaim contributes an interesting account of labour in Bel- 
gium during and after the War. 

The Journal of Political Economy (Chicago). 

June, 1920. The Measurement of Labor Mobility. Paul F. 
Brissenden. The Co-operative Movement in Nebraska. 
Maurice H. Weseen. Neglected Factors in the Incidence of 
Taxation, H. Gunnison Brown. The effects of taxation of 
commodities on the general price -levels, and its incidence on 
entrepreneurs, consumers and others are exhibited. 


The Review of Economic Statistics (Cambridge, Mass.). 

June, 1920. Besides the usual monthly survey of general business 
conditions there is a computation of the world’s industrial con- 
sumption of gold ; distinguishing the amount taken from old and 
from fresh material. Thus for the United States 1911-1913, 
the average annual consumption was 43^ million dollars, of 
which from new material 35 L There is a useful Appendix of 
cun-ent statistics. 

Journal des Economistes (Paris). 

March, 1920. La Greve des cheminots. Yves Guyot. Questions 
monetaircs. A. Raffalovich. La Loi beige sur Vimposition des 
benefices de guerre. Maurice Dewavrin. L‘ Expropriation de 
la grande propriMc ruralc ct la Question agraire en Roumanie. 
Georges Mantou. Inefficacite des lois protegcant les consom- 
mateurs en Angleterre. A. Raffalovich. Le Programme 
syndicaliste et la Revolution economiqne. F. Jacq. 

April, 1920. La Conciliation et V Arbitrage. Yves Guyot. Un 
critique anglais du Traite dc Versailles. A. Raffalovich. 

May, 1920. Les Nouveaux Impots. Yves Guyot. Un chapiire 
d'histoire monetaire en Angleterre. A. Raffalovich. La 
Situation economique et financiere du Japon en 1918-19. 
Georges de Nouvion. 
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June, 1920. Baiaae dea pri&B et Baiaae de Changea. Yves Guyot. 
La Ugialation frangaia de penaiona civilea et miliiairea. J. 
Girard. La criae du logement, G. de Nouvion. 


Reme d'Economie Politique (Paris). 

May-June, 1920. L*inigalite devant la mort d*aprea lea atatiatiques 
de la Ville de Paria. L. Hersch. The poorer the district the 
higher the mortality ; that of the poorest class being more than 
double that of the richest. The mortality of illegitimate chil- 
dren in the lowest class is four times that of legitimate childron 
in the highest class. Le nombre indice du cout de la vie. H. 
Promer. a study based on the enquiries of the Swiss Union of 
Consumers’ Societies. Le progrea de V agriculture en France et 
on Allemagne. B. Bambaud. 


Giornale degli Economisti (Eome). 

April, 1920. Una teoria atatiatica aulla frequenza delle Malattie. 
S. Minelola. Sulla compozione numerica delle famiglie. G. 

Mortara. 

May, 1920. SulV aaaicurazione ohUgatoria contro Vinvaliditli e 
la vecchaia. T. Bagni. La Nuova opera di Alfredo Marshall. 
E. Bachi. An analysis and eulogium of Industry and Trade. 
Oaaervazioni aopra le presenti difficolta moneiarie. G. del 
Vecchio. 

June, 1920. Le indusirie nel mezzogiorno contineniale prima de 
1860. Gino Arias. La atatiatica come atoria ernpirica delle 
acienze naturali. M. Boldrini. 


Revista Nacional de Economia (Madrid). 

No. 23, 1920. Suhsistcncias y precios. E. L. Andr^. The rise 
in the cost of living in various countries is compared. La 
enseflanza tecnica superior. V. P. Brugada. El acotnodado 
Ohrero. H. M. Stmarro y Puig. On forms of co-partnership. 


NEW BOOKS. 

English. 

Crammond (Edgar). The Keal Cost of the War. An address to 
the Institute of Bankers, London. 

Currencies after the War. A survey of conditions in various 

countries compiled under the auspices of the International Secretariat 

of the League of Nations. London ; Harrison. Pp. xvi + 234. 
la. 6d. net. 
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Hbcht (John S.). The Beal Wealth of Nations, or A New Civi- 
lisation and its Economic Foundations. London : Harrap. 1920. 
Pp. 850. 16s. 

[There is suggested a measure of wealth by which an equitable distribution 
may be secured.] 

Kitson (Arthub). Money Problems. With a criticism by Hartley 
Withers. Stamford: Dolby Brothers. Pp. 141. 

[Articles on Currency and Banking which appeared in the Times Trade 
Supplement, with replies by Mr. Withers and rejoinder by Mr. Kitson.] 

Leitch (John). Man to Man. With introductions by the Eight 
Hon. G. N. Barnes and Sir Eobert Hadheld. London: Putnams. 
Pp. xxix + 249. 

[A scheme for ** industrial democracy ’* in America.] 

Maclaurin (Egbert). The Oversea Illusion. Its amazing effects 
on Prices, Wages and Output. London : Bell. Pp. 213. 

[To counteract the undue prevalence of foreign trade it is proposed to tax 
exports and imports from oversea investments.] 

Macara (Sir Charles). The International Idea in Industry. 
Manchester. 

[Referring to the International Cotton Federation and the International 
Institute of Agriculture.] 

McVey (Frank L.). Financial History of Great Britain, 1914- 
1918. (Carnegie Endowment for International Peace.) New York: 
Oxford University Press. Pp. 101. 

[The author is President of the University of Kentucky.] 

Oldham (Prof. C. H,). The Dublin Cliamber of Commerce and 
•the Government of Ireland Bill. Dublin Chamber of Commerce. 
1920. Pp. 54. 6d. 

[This is the Report of a special Committee appointed to consider the Covem- 
ment of Ireland Bill. Partition and the financial provisions of the Bill are 
deprecated. An important memorandum by Prof. Oldham explains the financial 
relations of England cuid Ireland. lie especially deplores the definition of 
Ireland’s Imperial Contribution as a fixed proportion of the whole imperial 
expenditure.] 

Oxford Ttaots on Economic Subjects. Set IV. London : Milford. 
lOid. 

[A continuation of the series already noticed in the Economic Journal. 
Among the subjects treated are Taxation, Capital, Index Numbers, Money.] 

Paine (W. W.). Short papers on (1) A Capital Levy as a Means 
of Taxation; (2) The Present Unrest in Industry; (3) Capital and 
Labour; and (4) The Nationalisation of Industry. London: Efiing- 
ham Wilson. 28. 

Paish (Sib George). The World Crisis. A suggested remedy. 
Loudon: Benn. Pp. 30. 

[Production is to be restarted by a co-operativo loan of £4,000,000,000,] 

Era (Russell). The Ti-iumph of Free Trade and other Essays 
and Speeches. With an introduction by C. F. Masterman. London : 
Macmillan. 168. 
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Eussia ; Labour Conditions in Soviet Eussia. Systematic Ques- 
tionnaire and Bibliography. Prepared for the Mission of Enquiry on 
Eussia. London: Harrison. Pp. 294 + cxHv. Is. 6d. net. 

Eyan (John A.). A Living Wage: its ethical and economic 
aspects. New York : Macmillan Co. 1920. Pp. 182. 

Scott, J. W. Karl Marx on Values. London: Black. Pp. 
vii + 54. 2s. 6d. net 

Statesman’s Year Book, 1920. London: Macmillan. 

[The fifty-seventh number of this annual.] 

Taylor (Eeginald). The Socialist Illusion. London : Allen and 
Unwin. 28. 6d. net. 

Webb (Sidney and Beatrice). A Constitution for the Socialist 
Commonwealth of Great Britain. London: Longmans. 12s.6d.net. 

White (Benjamin). Common Commodities and Industries. Gold : 
its place in the Economy of Mankind. London: Pitman. 3a. 


American. 

Carlton (E. Tracy). Organised Labour in American History. 
Appleton. Pp. 312. 12s. 6d. net. 

Chung Su See. The Foreign lYade of China. New York : 
Columbia University. 

Goldmark (Josephine) and Hopkins (Mary D.). Comparison of 
an Eight-hour Plant and a Ten-hour Plant. Eeport on an investi- 
gation by P. Sargent Florence and Associates. Pp. 213. Wasli- 
ington : Goverament Printing Office. 1920. 

[United States Public Health Service; Bulletin No. 106. C/. Mr. Sargent 

Florence’s article in The Economic JoubnaIi for June, 1920, An Official American 
Study of Industrial Fatigue.] 

Laidler (Harry W.). Socialism in Thought and Action. New 
York: Macmillan Co. 1920. Pp. 646. 

McPherson (Logan Grant). The Flow of Value. Pp. 473. 
New York: The Century Co. 1919. 

[This book claims to “ demonstrate that as all things and services bought and 
sold are produced by the application of human effort, the greater the volume 
that is produced in relation to the effort applied, the greater will bo the supply, 
and thus the greater the share that each person may receive.** The volume is of 
no particular value.] 

Eoss (E. A.). The Principles of Sociology. (Century Social 
Science Series.) New York: Century Co. 1920. Pp. 708. 

Scott (Emmett J.). Negro Immigration during the War. (Car- 
negie Endowment for International Peace.) New York: Oxford 
University Press. 1920. Pp. 183. 
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Stull (William). The Food Crisis and Aniericanism. New 
York: The Macmillan Co. 

Wolfe (Archibald J.). Theory and Practice of International 
Commerce. New York : International Bank Publishing Co. 
27«. Od. net. 


French, 

Dufour (M.). Lo Syndicalisme et la prochaine revolution, Paris: 
Kivifere. Pp. 437. 6 francs. 

[The writer is an Emeritus Professor of Political Economy.] 

Gide (Ch.) and Bist (Cii.). Histoire des Doctrines Fjconomiques 
depuis les physiocrates jusqu’^ nos jours. Third Edition, revised 
and corrected. Pp. xx + 806. Paris: Becueil Sirey. 1920. Frcs. 20. 

[The new edition of this standard work, which has been “ crowned ’* by the 
Acad^mie des Sciences Morales et Physiques, is not much altered from the second 
edition, but includes a new section on Bolshevism.] 

SoREL (Georges). Mat^riaux d*une Thoorie du Proletariat. Paris : 
Bivi^re. Pp. 424. 7 francs. 


Sjoanish, 

Bernts (Prof. Francis). Fomento de las oxportaciones. (Biblio- 
teca de Cultura Modema.) Barcelona: Minerva. Pp, 232. 

, [The bulk of this volume was prepared for a Commission dealing with the 
mean.s of encouraging exportation. An introduction on the National Economy 
of Spain is dated 1917.] 


Italian. 

Einaudt (Luigi). II Problema della Finanza Post-bellica. Pp. 
192. Milan : Treves. 1919. L. 4. 

[Reviewed above.]’ 

Einaudi (L.). Osservazioni critiche iutorno alia tooria dell’ am- 
mortamento delP imposta. Turin: Bocca. 

Graziani (A.). IjO sforzo economico dell’ Italia nella guerra mon- 
diale. Trieste. 

Lanzillo (A.). Tx> stato e la crisi monetaria e socialo post- 
bellica. Milan : Treves. 

Loria (A.). Le peripezie monetarie della guerra. Milan : Treves. 
1920. L.4. 

Morelli (D.). II protezionismo industriale in Italia. Milan: 
Societa editrice libraria. 
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German. 

CassbIi (G.). Theoretische Sozialokonomie. Pp. xii + 582. Leipzig ; 
O.F. Winter. 1918. 

[The second section of the comprehensive treatise Lehrhuch der AUgemeinm 
VolkswirtschafUUhre, for which Professor Pohle and Professor Cassel are jointly 
responsible. To be reviewed.] * 

Lenz (Adolf). Der Wirtschaftskampf der Volker und seine in- 
temationale Eegelung. Pp. xvi + 315. Stuttgart: ©nke. 1920. 

[The struggle between British and Gorman imperialism down to the Peaoe 
Treaties of Versailles and St. Germain.] 

Mautnbr (W.). Der Bolschewismus : Voraussetzungen, 

Oeschichte, Theorie, ziigleich eine Untersuchung seines Verhaltnisses 
zum Marxisraus. Pp. xxiii + 368. Berlin: Kohlhammer. 1920. 

[To be reviewed.] 
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DECEMBER, 1920 

EUEOPB AFTEB THE GEEAT WAES, 1816 AND 1920 ^ 

Htstohical situations are never reproduced, even approxi- 
mately; but it is at least interesting to recall the |>ost-war 
])roblems which our grandfathers or great-grandfathers had to 
face, and how they handled them; to ask how far our siift'erings 
and anxieties have had their parallels in the not remote ])a.st ; 
and to note some danger signals. By “we” I mean not the 
British only, but all the peoples of Western and Central hhirope. 
Of Eastern Europe I will only speak incidentally ; for I am unable 
as yet to extract truth from the conflicting and biassed evidence 
as to its economic condition. Moreover, there is still war in 
the East. 

In 1815 France had been engaged in almost continuous wars 
for twenty-three, h^ngland for twenty-two, years. The German 
Slates had been at war less continuously ; but they had been 
fought over, conquered, and occupied by tlje French. Prussia, 
for inst^mce, was overthrown in 1806. When the final struggle 
against Napoleon began, in 1812, there was a French Army of 
Occupation of nearly 150,000 men in Prussia alone. From 1806 
to 1814 Napoleon’s attempt to exclude English trade from the 
Continent had led to the hhiglish blockade — with its striking 
resemblances to, and its striking differences from, the blockade 
of 1914r-19. Warfare was less hombly intense, and so less 
economically destructive, than it has become in our day ; but what 
it lacked in intensity it made u]) in duration. 

Take, for instance, the loss of life. For England it was 
relatively small — because for us tiui wars were never people’s 
wars. In France also it was relatively small in the earlier years, 
when armies of the old size were mainly employed. But under 

^ Presidential Address befon^ Sei-.tiou F of the British Association, Cardiff, 

25 . 1920 . 
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Napoleon it became enormous. Exact iigurcs do not exist, but 
French statisticians are disposed to place the losses in the ten 
years that ended with Waterloo at fully 1,500,000. Some place 
them higher. As the population of France grew about 40 per 
cent, between 1805-15 and 1904-14, this would correspond to a 
loss of, say, 2,100,000 on the population of 1914. The actual 
losses in 1914-18 are put at 1,370,000 killed and missing; and I 
believe these figures contain some Colonial troops. 

Or take the debts accumulated by victors and the njquisitions 
or indemnities extorted from the vanquished. The wars of a 
century ago left the British debt at £848,000,000. According to 
our success or failure in securing repayment of loans made to 
Dominions and Allies, the Great War will have left us with a 
liability of from eight to nine times that amount. Whether our 
debt-carrying capacity is eight or nine times what it was a cen- 
tury ago may be doubted, and camiot bo accurately determined. 
But it is not, I would venture to say, less than six or seven 
times what it was, and it might well be more. A good deal 
de[>ends on future price levels. At least the burdims are com- 
parable ; and wo understand belter now where to look for broad 
shoulders to bear tfeem. 

x\fler Waterloo France was called upon to pay a war indem- 
nity of only £28,000,000, to be divided among all the victors. 
With this figure Prussia was thoroughly dissatisfied. Not, I 
think, without some reason. She reckoned that Napoleon had 
squeezed out of her alone, between 1800 and 1812, more than 
twice as much — a tremendous exaction, for she was in those days 
a very poor land of squires and peasants, whose treasury only 
received a few millions a year, l^higland, who was mainly 
rcsix)nsible — and that for soimd political reasons — for the low 
figure demanded of France, found herself, tlie victor, in the 
curious position of being far more lieavily burdened with debt 
than France, who had lost. England, of course, had acciuired 
much Colonial territory; but on the purely financial side the 
comi)arison between her and France was most unequal. Eng- 
land’s total national debt in 1817 w'us £848,000,000. l^^iance’s 
debt did not reach £200,000,000 until 1830. 

The reasons why France came out of the wars so well finan- 
cially were four : First, she had gone bankrupt during the Be volu- 
tion, and had wiped out most of her old debt. Second, under 
Napoleon she had made war pay for itself, as tlic case of Ihiissia 
shows. Third, there was no financial operation known to the 
world in 1815 by which England’s war debt, or even half of it, 
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could have been transferred to Prance. Fourth, England never 
suggested any such transference, or, so far as I know, ever even 
discussed it. 

France’s financial comfort, immediately after her defeat, 
extended to her currency. Uuring the Eevolufcion she had made 
a. classical experiment in the mismanagement of credit docu- 
ments, with the assignats issued on the security of confiscated 
Church property ; but after that she had put her currency in good 
order. Her final defeat in 181*2'-14, and again in 1815, did not 
seriously derange it. Indeed, the English currency was in worse 
order than the French, owing to the suspension of cash payments 
by the Bank of England; and so rapidly did France’s credit 
recover after 1815 that in 1818 French 5 per txmts. stood at almost 
exactly the present-day price of British 5 ])cr cent. War Loan. 
That year she finished the payment of her war indemnity, and 
the last armies of occupation withdrew. 

She had no doubt gained by waging war, and eventually 
suffering defeat, on foreign soil. Xo French city had been l)iirnt 
like Moscow, stormed lik(» Badajo/', or made the heart of a 
gigantic battle like Leipzig. Napoleon fought one brilliant 
defensive campaign on French soil, in the valleys of the Marne 
and the Heine, in 1811. In 1815 his fate was deckh^d in Belgium. 
Hardly a shot was fired in France ; hardly a French cornfield was 
trampled down. But France, as in 1918, was terribly short of 
men, and, again, as in 1918, her means of cominimication had 

siiifered. Xhipolcon’s magnificent roads lie was among the 

greatest of road engineers — had gone out of repair ; his great canal 
works ha.d been suspended. These things, however, were soon 
set right by the Govo^rnment which followed him. 

France’s rapid recovery brings us to one of tlie essential 
differences between Western I^hiropc a century ago and Western 
Europe to-day. In s]ute of .l\u‘is and her other great towns, the 
France of 1815 was a rural country, a land of peasants and small 
farmers. Only about 10 pen* cent, of her population lived in 
towms of 10,000 inhabitants or more. The town below 10,000, 
in all countries, is more often a rural market town, ultimately 
dependent on the ])rosperity of agriculture, than an industrial 
centre. Parallels for Franco’s condition must be sought to-day 
in Eastern Europe — in Serbia or Eussia. It is a condition which 
niakes the economics of demobilisation easy. The young peasant 
goes back from the armies to relieve his father, his mother, and 
his sisters, who have kept the farm going. Moreover, France 

maintained a standing army of 240,000 men after 1815 ; and her 
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losses in the Waterloo campaign had been so heavy that the 
actual numbers demobilised were relatively small. Demobilisa- 
tion left hardly a ripple on the surface of her economic life. 

The German States were far more rural in character even 
than France. There were a few industrial districts, of a sort, 
in the West and in Saxony ; a few trading towns some size, 
like Hamburg and Frankfurt ; but there was nowhere a city com- 
parable to Paris. In 1819 the twenty-five cities which were to 
become in our day the greatest of the modern German Empin' 
had not 1,250,000 inhabitants between them. Paris alone at that 
time had about 700,000. German statesmen, when peace came, 
were occupied not with problems arising from the situation of the 
urban wage-earner, though such ]>roblems existed, but with how 
to emancipate the peasants from the condition of semi-servility 
in which they had lived during the previous century. Here, too, 
demobilisation presented few of the problems familiar to us. 
Probably not one man in ten demobilised was a pure wage- 
earner. The rest had links with the soil. The land, neglected 
during the war, was crying out for labour, and every man had his 
place, even if it was a servile place, in rural society. 

Things were dillerent in England ; but our demobilisation 
problem was smaller than that of our Continental allies or 
enemies, who had mobilised national armies, though not of the 
modern size. On the other hand, we had kept an immense fleet 
in commission, the crews of which were rapidly discharged. 
Early in 1817 Lord Castlereagh stated in Parliament that 300,000 
soldiers and sailors had been discharged since the peace. In 
proportion to iX)pulation, that would be equivalent, for the whole 
United Kingdom, to nearly 750,000 to-day. For these men no 
provision whatever was made. They were simply thrown on 
the labour market ; and the vast majority of them were ex-wage- 
earners or potential wage-earners, industrial, mercantile, or agri- 
cultural. The United Kingdom was not urbanised as it is to-day ; 
but the census of 1821 showed that 21 per cent, of tlie population 
lived in cities of 20,000 inhabitants and iipw^ards, and jn’obably 
about 27 per cent, (as compared with France’s 10 per cent.) lived 
in places of 10,000 and upwards. As industry in various forms, 
especially coal-mining, spinning, and weaving, was extensively 
carried on in rural or semi-rural districts, it is certain that at 
least one demobilised man of wx)rking age in every three was a 
potential wage-earner of industry or commerce. And as Great 
Britain had lost most of her peasant-holders, whether owners or 
small working farmers, the remainder of the demobilised rank 
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and file were nearly all of the agricultural labourer class. They 
had to find employment ; there was not a place in rural society 
waiting for them, as there was for the average French or German 
peasant soldier. It is not surprising that the years from 1815 
to 1820 were, both economically and politically, probably the 
most wretched, difiScult, and dangerous in modern English 
history. 

Things were at their worst in 1816-17, both for England and 
for her Continental neighbours. Western Europe was very near 
starvation. Had the harvest of 1815 not been excellent, so pro- 
viding a carry-over of corn, or had the harvest of 1817 been much 
below the average, there must have been widespread disaster; 
so thorough and universal was the harvest failure of 1816. In 
the latter part of 1815 (December) wheat fell in England to 
55.V. 7d., although no grain inipoi’ts were allowed, except of oats. 
Early in 1816 the United Kingdom was actually exjwting a little 
wheat. Then came a terrible spring — a long frost ; snow lying 
about Edinburgh in May; all the rivers of Western Europe in 
flood. An equally disastrous summer followed. There was 
dearth, in places amounting to real famine, every wdiere — worst 
of all in Germany, Unlike France, the German States of a 
century ago were extraordinarily ill-provided with roads. What 
roads there were had gone to pieces in the wars. In winter even 
the mails could Iiardly get through with sixteen and twenty 
horses. Food supplies could not be move^l over long distances 
by land ; and the slightly more favoured regions could not help 
the most unfortunate. There was a far wider gap between prices 
in Eastern and Western Germany in 1816 than there had been 
in the last bad famine year (1772). Each German State, in its 
anxiety, began to forbid export early in 1816, thus making things 
worse. At Frankfurt the representatives of the German States, 
gathered for the Diet, could hardly feed their horses. Prices rose 
amazingly and quite irregularly, with the varying food conditions 
of the various provinces. In the spring of 1817 pallid, half- 
starved people were wandering the fields, hunting for and grub- 
bing up overlooked and rotten potatot^s of the last year’s crop. 

In England the harvest failure of 1816 drove wheat up to 
103s. 7d. a quarter for December of that year, and to 112.s. 8d. 
for June of 1817. In Paris the June price in 1817 was equivalent 
to 1225. 5d. At Stuttgart the May price was equivalent to 
1385. 7d. These are only samples. Think what these figures 
mean at a time when an English agricultural labourer’s wage was 
about 95. 6d., and a French or German unskilled wage far less. 



428 THE ECONOMIC JOURNAL [UEO. 

It must be recalled that there were no special currency causes 
of high prices cither in France or Germany. These were real 
dearth prices. In the spring of 1817 the French Government was 
buying corn wherever it could find it — in England, North Africa, 
America—as another bad harvest was feared. Happily, the 1817 
harvest was abundant, here and on the Continent. By Sep- 
tember the Mark Lane price of wheat was 77.<J. 7d., and the Paris 
price 71^. 9c/. 

1 have gone into price details for the purpose of drawing a 
contrast between a century ago and to-day. Except for the 
damage done to the German roads, the wars had very little to do 
with these food troubles of 1816-17. High and fluctuating food 
prices were the natural consequence of the general economic 
position of Western Europe a century ago. It was only in the 
most comfortable age in all history — the late nineteenth and early 
twentieth centuries— that low and stable food prices came to be 
regarded as normal. In the eighteenth century, when England 
fed herself and often had an exportable surplus, fluctuations were 
incessant. Take the ten years 1750-60. The mean price of 
wheat at Eton in 1752 was 45 per cent, above the mean j)ri(*o in 
1750. The mean price in 1757 was nearly 100 per cent, above 
the mean price of 1750. On Lady Day, 1757, the price was 
60s. 5^d. On Lady Day, 1759, it was 37s. id. On Ijudy Ony, 
1761, it was 26 c 9 , 8c/. The 17G1 mean price was exactly half the 
1757 mean price. 

Eighteenth-century England was too well organised econo- 
mically to be in much risk of actual famine, but for Ireland and 
large parts of the Continent famine was a normal risk. War 
and its effects had only accentuated, not created, tiiat risk. 
Imports might reduce it, but could not avert it, because W’estern 
Europe tends to have approximately the same harvest conditions 
throughout, and it was impossible to draw really laige .suj[)ple- 
mentary supplies from anywhere else. So iinim[)ortant were 
overseas supplies that the Continent sufi'ered very muclj more 
from the harvest failure of 1816, in time of j)eace, than from the 
eight years’ EngJisli blockade in time of war. Jf overseas sup- 
plies could be got they were hard to distribute, owing to defective 
transport facilities. Thanks to the work of the nineteenth cen- 
tury, the most terrific of all wars was required to bring Western 
Europe face to face with what had been both a war-time and a 
peace-time risk a century earlier. 

But the old Europe, if it had the defects, had also the elasticity 
of a rather primitive economic organism. Given a couple of good 
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harvests, and a land of peasants soon recovers from war. Serbia 
had a good harvest last year (1919), and was at once in a state 
of comparative comfort, in spite of her years of siiflcring. A 
second good harvest lliis yc'ar, for which fortunately the prospects 
are favourable, would almost restore her. So it was with France 
and, to a less extent, (Germany in 1816-18. In France acute 
distress in 1816-17 liad been confined to the towns and to those 
country districts wdicre the harvest failure w’as worst. The 
harvest of 1817 j)ut an end to it. One gets the impression that 
in (jfermany distress among the peasants themselves had been 
more widespread. Worse communications and the absence of a 
strong central Government seem to have been the chief causes 
of this, though perhaps the harvest failure was more complete. 
In France, as we have seen, the central (jovernment took such 
action as was possible in the interests of the whole country. A 
parallel might bo drawn between the German situation in 1815 -17 
and that of the States which liavo arisen from the break-up of 
the old Austro-Hungarian Empire since 1918. li'reed from 
French domination, and then from the urgent necessity of co- 
operating against a common enemy, the German States relapsed 
into their ancient jealousies and conflicting economic policies, just 
as the new States, which wxre once subject to the Hapsburgs, 
have been forbidding exports of food and fuel and disputing wdtli 
one another. 

An excellent harvest in 1817 averted the risk of famine in 
Germany also; but anything that could be called prosperity w^as 
long delayed, whereas France was indisputably prosperous, judged 
by the standards of th(3 day, and far more contented than 
England, by 1818-20. Germany had been so exhausted by the 
wars and incessant territorial changes of the Napoleonic age, and 
was politically so divided, that her economic life remained stag- 
nant and her poverty great nnlil at least 1830. It was all that 
the various Governments could do to find money for the most 
essential of all economic measures — the repair and construction 
of roads — whereas France had her splendid main roads in order 
again and had resumed work on her canals before J820. But 
France had cut her losses nearly twenty years before, and had 
enjoyed continuous freedom from war on her own territory 
between 1794 and 1811, as we have seen. She had been well, 
if autocratically, governed, and her war indemnity was but a 
trifling burden. Her peasants wore free and, as a class, vigorous 
and hopeful. She was united and conscious of her leadership in 
Europe, even through her ultimate defeats. 
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If the experience of Europe after Waterloo is, on the whole, 
of good augury for agricultural States, and especially for agri- 
cultural States with a com})etent central Government, for the 
industrialised modern world that experience is less encouraging. 
Great Britain alone was partially industrialised in 1815-20, and 
Great Britain, though victorious, suffered acutely. Mismanage- 
ment was largely responsible for her sufferings — mismanagement 
of, or rather complete indifference to, problems of demobilisation ; 
mismanagement of taxes (the income tax was abandoned at the 
clamour of interested parties, and the interest on the huge debt 
paid mainly from indirect taxes, which bore heavily on the poor) ; 
mismanagement of food supplies, by the imposition of the Corn 
Ijaw; and so on. But suffering due to international economic 
dislocation following war could not have been avoided by manage- 
ment, how^ever good. The situation was unique. England alone 
of the European Powers had developed her manufactures to some 
extent on what we call modern lines. During the wars she had 
accumulated also great stores of Colonial and American produce, 
which could only get into Europe with difficulty — by way of 
smuggling. In 1813, before Na|)oleon’s first fall, h^r manu- 
facturers and merchants were eagerly awaiting peace. In 1814 
manufactures and Colonial ])roduce were rushed over, only to 
iind that, much as Europe desired them, it could not pay the 
price. It had not enough to give in exchange; and England, 
being rigidly protectionist, was not always prepared to buy even 
what Europe had to give. There was no machinery for inter- 
national buying credits. Merchants shipped at their own risks, 
usually as a venture, not against a firm order as to-day, and they 
had to bear their own losses — often up to 50 per cent. Con- 
tinental economic historians have hardly yet forgiven us for this 
“dumping,” which both drained away the pn'cious metals to 
J^ngland— as there was not much else to pay with — and did a 
great deal of harm to the struggling young factory industries, 
which had begun to grow up under the protection of Napoleon’s 
anti-English commercial policy. 

British exporters were so badly bitten in 1814 that, when 
peace finally came next year, after Waterloo, they were nervous 
of giving orders at home — w'hich w^as very bad for the manufac- 
turing industries and for the men who sought employment in 
them. There w\as the curious situation in 1816 that, while the 
price of wheat was rushing up, most other prices were falling, 
the bottom of the jnarket being often reached at the end of the 
year, when the confidence of buyers and shippers began to revive. 
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Eaw cotton, for instance, which had touched 2s. 6d. a lb. in 
1813-14, fell to a minimum of Is. 2d. in 1816— although Europe 
was open and cotton badly needed. 

It is as yet too early to work out a parallel between this post- 
war commercial and industrial slump and the slump that followed 
the Great War of 1914-18, for we have not yet had it. But it 
is coming. More certainly, I am inclined to believe, in the 
United States than in England ; but pretty certainly here also. 
I say more certainly in the United States because her position 
bears most resemblance to that of England in 1815-17. Con- 
sider that position. What before the war was, on the balance, 
a debtor country has become a creditor country. That creditor 
is equipped to export both raw materials and manufactures — iron 
and steel goods particularly — on a huge scale. It is true she is 
a heavy importer of some foods, such as sugar, coffee, and tea, 
and of certain raw materials, such as rubber, timber, and wool. 
But, owing to her tariff system and her general policy, she is 
reluctant to take many things which her debtors have to offer. 
Her recent “dry” policy, for example, has shut her markets to 
one of France’s most valuable exports, an export with which 
France has always been in the habit of paying her creditors. 
Already, I notice, American business men are beginning to point 
out what English business men stated clearly in a famous docu- 
ment, the Petition of the liondon ^lerchants, a century ago — 
that the country which will not buy, neither shall it sell. This 
was the most solid of all free-trade arguments in the early nine- 
teenth century, and it has lost none of its force. No doubt 
America is, and will be, glad to take part payment in gold, just as 
England was in 1814-16. But that is not a permanent solution. 
If she remains a creditor nation — and there is no present reason 
to think that she will not — she must in time arrange to take more 
goods from outside. Her political processes, liowever, are slow’ ; 
and it seems unlikely that she will have adjusted her policy before 
the post-w’ar slump is upon her. 

The United Kingdom, which, on the whole, still takes freely 
what its customers have to offer it, is in a better position, provided 
its customers can go on offering. This may prove an important 
proviso. Customers w’ho have been little hurt or even helped 
by the war — Spain, perhaps, or Egypt, or India, or New Zealand 
— should continue good buyers. But the uncertainty gives cause 
for anxious thought in the case of war-damaged nations, allied 
and ex-enemy. Modern financial and commercial organisations 
have postponed the critical moment in a way that was impossible 
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a century ago. When Europe was hungry in 1816 there were 
not food surpluses available anywhere on the earth, nor shipping 
enough on the seas, nor means of transport good enough on land, 
to relieve her need. If, per impossibilc, there had been all these 
tilings, there would have been no coinitry or group of business 
men anywhere ready to give her the necessary credit on a large 
settle. The Rothschilds, a young firm in those days, did some- 
thing. ^J^hey advanced money to a few German princes to buy 
corn for their i)eo]de at the Baltic ports, for there was some corn 
to spare from Poland and Russia. But the huge food-financing 
operations of 1918-20 would have been as unthinkable as the 
actual handling of the foodstuffs would have been impossible. 
Had two harvests like that of 1816 come in succession, there 
would have been famine and food riots everywhere, jiast hope 
of cure. 

Similarly modern finance is postponing the critical moment 
for the international trade in manufactures. British business men 
in 1919-20 have not, I believe, often sent their goods abroad 
in hope of finding a vent for them, and then been forced to con- 
tent themselves with prices far below cost of production, as their 
grandfathers were in 1814-16. Every kind of financial device 
— long private credit, assistance from banks, credits given by 
Governments — has been called in, so that trade may be rosiancd 
before the war-damaged nations are i?] a position to pay for what 
they need by exporting the produce of their own labour. I’he 
more industrial the damaged nation is, the more complex is the 
n'starling of her economic activity. Corn grows in nine montlis, 
and pigs breed fast. The start once given, countries like Den- 
mark and Serbia, both of wliich are normally great exporters of 
pigs or bacon, could soon pay for necessary imports of machinery 
or fertilisers bought on long credit to restart their rural industries. 
The United Kingdom, the least damaged of all the conibatani- 
except America, is believed by the Chancellor of the Exchequer 
to be now rather more than p«aying its way. That may be san- 
guine, but at the worst our accounts are nearly balanced. What 
might not have hapy^cned in 1919 if modern methods for ]) 0 st- 
poning payment had not been apy^lied internationally ? 4^be other 
chief combatants are far from paying their way. Italy is import- 
ing abnormal (juantities of food and also her n( 3 cessary raw 
materials with the aid of American and English credits, while 
Germany, who can get little in the way of credit, has hardly 
begun even to imyx)rt the raw materials to make the goods by the 
cxfMjrt of which she may eventually pay her way. not to mention 
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her indemnities. I have in mind such materials as cotton, wool, 
rubber, copper, oil-seeds, and hides — all of which she imported 
heavily in 1918. Sonic materials, of course, she jKisscsses in 
abundance, but tlie working up oven of these is hampered by her 
coal position. I make no political ])leas : I merely illustrate the 
complexity of the restai-ting of industry under present-day con- 
ditions. France has the first claim to assistance in restarting, a 
claim which we all recognise; but for the comfort and peace of 
the world a universal restart is desirable. 

The central problem is one which T can only indicate here, 
not discuss. Us discussion is for experts witli full inside know- 
ledge from month to month, and the answer varies for every 
country. It is — when will the inability of the war-damaged 
nations to pay for all that they want, in food and inat('rials, in 
order to restart full economic activity, make itself felt by the 
nations w^ho are supplying tliem, primarily, that is, the United 
States and ourselves? In 1811 16, when tlie problem was, of 
course, infinitely smaller because nations w(?re so much more 
self-sufficing, the reaction came at once for lack of long organised 
credits. CoJieeivably, all other combatants might do in turn what 
we seem to have done— that is, adjust their trade balance within 
a reasonable period and so avoid renewal of s])ecial credits. In 
that cas(.‘ the ])ost-war ti'ado slump \vonld come, not as an inter- 
national crisis, but as a gradual decline, when the first abnormal 
demand for goods of all kinds to replenish stocks is over. Already 
this type of demand is slackening in certain quarters. We shall 
do very well if we have nothing worse than that gnulnal decline, 
whicli would be eased, in our <’ase, by our extensive connections 
with undamaged countries, and by our willingness to buy most 
things wdiich any nation has to offer. The situation \vould be 
still further eased if coiintri(*s such as (l('rmany and lUissia were 
to develop in turn what might be called a reconstruction demand, 
to take the ])lace of tlu' satisfied reconstruction demands of our 
Allies. .13ut the fear, as T think the quite reasonable fear, expressed 
in some well-infonned quarters, is that, in view of the complicated 
and dangerous eurrenev |>ositiou in many countries, in view of the 
difficulty which the war-damaged nations have in collecting taxes 
enough to meet their obligations; in view ot the slowness with 
which some of tliem are raising jiroductioii to the level of con- 
sumption; in view of tlie complete uncertainty of tlie political 
and economic future in much of Central and. Uastern Europe 
that in view of these things, and quite apart from possible 
political disturbances, we shall have to go through a genuine 
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crisis, as distinct from a depression ; a crisis beginning in the 
field of finance, when some international obligation cannot be 
met or some international credit cannot be renewed, spreading 
to industry and giving ns a bad s]>ell of unemployment, compar- 
able with the unemployment of the ^post-war period a century 
ago, and more dangerous because of the high standard of living 
to which the people in this and some other countries is becoming 
accustomed. 

l.’ersonally, I am less apprehensive for the industries of this 
country than are many wliost' opinions T should ordinarily be 
disposed to prefer to my own. x\ demand, an eflective demand, 
exists for many things that we can supply in great regions out- 
side the war area — in China, for instance, where there is said to 
be at this moment a keen demand for machinery which the 
United Kingdom is too much preoccupied with other work to 
supply. Nor do I fear that a crisis will originate here; as I am 
disposed to think that the po.sition of our currency and taxation 
is already relatively sound. But we should be bound to feel the 
reactions of a crisis which might occur elsewhere ; to what extent 
is, however, quite impossible to foresee. 

One final comparison. An extraordinary feature of the great 
wars of a century ago was that they coincided with a steady 
growth of population, and were followed by a period of rapid 
growth. For the United Kingdom that fact is well known and 
not surprising. We lost relatively few men in war. But the 
official French figures, 27,500,000 in 1801 and 29,500,000 in 1810, 
are .so remarkable that one is tempted to doul)t the first enumera- 
tion. Though remarkable, the figures are, however, not impos- 
sible; and it must he recalled that the losses were spread over 
many years. British ]X)pulation has grown a little since 1914; 
in spite of separations of man and wife and our thri'e-cpiarters 
of a million dead. A main reason has, however, been the 
suspension of emigration, which was proceeding at a rate of over 
200,000 a year just before tlie war. France estimates a dead 
loss of over 3,000,000 (on 39,700,(X)0) between 1913 and 1918 on 
her old territory. Her census is due next year. Comparatively 
early in the war the German civilian death-rate was above the 
birth-rate ; so ])resumahly she is in much the same |)osition as 
France. But, owing to changes of frontier and continued unrest, 
it is as yet too early to estimate the total effect of the Great War 
on population. For Western and Central Europe it must, I 
think, have jjrodiiced a considerable net loss. For Biissia one 
can hardly guess; hut her population is so largely rural and grew 
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SO amazingly fast before 1914, that it would not surprise me 
very much to learn that, with all her miseries, it had been 
maintained. 

The growth of population in Europe after 1815 coincided with 
the spread of the first industrial and agricultural revolution out- 
wards from the United Kingdom. The world was learning new 
ways to feed and clothe itself; and it continued to learn all 
through the century. I myself do not suppose that the age of 
discovery is at an end, so our troubles may be cased as time 
goes on ; and although I have not the slightest wish that popula- 
tion should ever again grow so fast as it grew in hmropc during 
the nineteenth century, I see no reason why a moderate rate 
of growth should not he resumed, in a few years at latest. But 
perhaps I have already committed prophecy, or half {)rophecy, 
more than is altogether wise for the President of this Section. 

J. H. Clapham 



THE INTEENATlONAJi FIXANCIAI. CON I^T^IRENCE AT 

BRUSSELS 


For many nionUis before the date for whicii tlie Brussels 
Conference was originally fixed the Secretariat of the Economic 
and Financial Section of the League of Nations was preparing 
for the event. Tliis Secrelanat, consisting very largely of 
British oUicials with experience of the British Civil Service, 
worked in liondon, with head(|iiartors at 117 Piccadilly, and, 
without atteni2)ting to form or even to influence opinion, collected 
and edited what the correspondent of the Tunes plaintively 
referred to as documents with an aggregate thickness of four 
inches. 

The first of these docaiments to he publisluMl was liie volume 
entitled Currencies after the War, whicli appean'd in June, PJIO. 
Originally intended for the first meeting of the Assembly and 
prepared when that meeting was expected to take place in Novem- 
ber, 1919, this book was ultimately used for tJie purposes of the 
Brussels (’onference, and was circulated to the delegates wlio met 
in September, 19'20. It had, indeed, already attracted attention 
in many parts of the world : it was very freely (pioted, for 
example, in the Federal Reserve Board Jhilletin ; and the Mn- 
nish Govermnent thought it worth while to ])ul)lish an (un- 
autliorised) “supplement and correction” dealing witli the case of 
Finland more fully than tlie original and ]>crhaps more' 
authoritatively. 

Currencies after the War (published by Harrison and Sons' 
was an edited collection of replies furnished hy financial aiiCiori- 
ties in various countries to a uniform qucstiomiaire. “'J’lio inten- 
tion throughout,” says the Profa(;(*, “has been t(» present an 
objective statement of facts on which future |)olicy must d()ul)tloss 
be based, but not in any way to criticise existing policies or to 
suggest the lines upon which future |K)Iicies sliouJd be framed.” 
But the Introduction, which snnuiiarised tlie conclusions to be 
drawn from a study of tlie twenty different memoranda as a whole, 
gives a distinct foretaste of the Brussels C’onferencc. It states, 
for example, very concisely the dilemma which was to vex the 
Conference with rcgai’d to currency and credit. “Instability of 
currency helps to deprive these countries of the possibility of 
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obtaining credit, and lack of credit prevents the stabilisation of 
the currency.” It anticipates a conclusion of the Brussels Con- 
ference when it asserts that “it would be useless to attempt to 
construct and put into oj)eration a new currency system so long 
as the essential data are continuously and rapidly changing under 
the action of forces which would upset the equilihriuni of any 
system, however perfect. In fact, it seems evident that s<une- 
thing ap])roaching currency stability must be attained before 
currency reorganisation by legislative action is attempted.” 

Fourteen other papers, prepared by or for the Secretariat of 
the League, were available to the ]3riissels delegates. A number 
of them contained simply information on matters of fact, 
collected from published sources aud edited with a view to com- 
parison, “Coal Statistics” (No. VITT.), for exam[)lc, and “Public 
Finance” (No. IV.), in which a beginning was made in the 
extremely diflicult task of reducing to a comparative form the 
budget tigures of different countries whose fiscal iiractice aud 
tradition vary in many dilferent particulars, “(hirrency Statis- 
tics” (No. 111.), thougli written without any preconceived cur- 
rency theories, was much more than a mere reprint of the relevant 
returns. An attempt was made to provide data for discussing the 
relation lietweeii currency and prices : index-numbers, foreign 
exchanges, and gold movements were all taken into consideration 
and the available information on all these subjt'cts was tabulated 
for comparison in a useful, and often rather original, form. 
“International Trade” (No. Y.) and “hiXchange Control” 
(No. XI.) tabulated trade returns and collated the regula- 
tions which in different countries have been applied to exchange 
operations. It is a distressing fact that No. XI. was the 
thickest of all the fourteen volumes. A summary of government 
measures for the lu’ovision of llcliof Credits and for the promo- 
tion of export is contained in the thinnest of all the pajiers, No. X. 
The Communications Section of tlio Supreme Keonoinic Council 
contributed a memoranduin (No. IX.) on the Furopean Trans- 
port Situation ; and No. I. contained reprints of the Memorial 
on International Finance and Currency submitted by economists 
and bankers to their various Governments at the beginning of 
this year, together with the reply of the British Chancellor of 
the lOxehequer and the retorts of ^Ir. Secretary Glass. The 
Kconomic Declaration of the Supreme Council of ilarch 8th, 
1920, was also reprinted (No. II.) and was fre(|uently referred to 
by the Brussels Conference, it was the point d appiii from which 
the Conference started and to which in some cases it regretfully 
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came back, after decidinp; that, in default of practice, precept was 
perhaps better than nothing. 

All these compilations were published by Messrs. Harrison 
shortly before the Conference met. But the documents whicli 
attracted most attention were those written from a definitely 
subjective standpoint and published by the League in the same 
form as the statistical material. Mr. G. Bindlay Shirras was 
invited to })repare a memorandum (No. XIV.) on the price of 
silver, and fiv(' economists drew up and signed a joint statement 
(No. XTIL) on Inflation, Exchanges, and International Credits. 
The principles of this summary statement wore elaborated by each 
of the five in his own way at greater length in separate documents 
numbered XIIT. (1) to XTIT. (5), which were widely read and 
freely discaissed in the first weeks of September. Other “schemes 
for remedying financial difficulties,” which had already appeared 
at dilfereiit limes and in different countries, were collected by the 
Secretariat of the League in their original form (No. XIT.), 
among others, the. scheme of Delacroix for an International 
Bank, the proposal of M. Hofinan to establish a Begie Finandhe 
under the League of Nations, and a number of difl'erent sugges- 
tions 1 elating particularly to Austria, including that of Dr. 
Vissering for the creation of a “gold note.” 

None of these fourteen documents attracted greater ath'ution 
than the memoranda of Professor Cassel and Profes.sor Pigou. 
The latter covered in fifteen terse, categorical pages the subjects 
of Credit, Currency, and Exchange. Given the existing condi- 
tions of political insecurity and currency instability, given also 
the inadequacy of the guarantees which can normally be, pro- 
vided, Professor Pigou sets out to examine the different forms 
wliich a credit scheme might take that was devised simply ns 
an emergency measure for the interveming jieriod until economic 
order is restored. He draws nj) a list of priorities according 
which any funds raised under an international guarantee f.^houl'i 
be applied to the different ))urposcs of reconstruction : for con- 
sumption loans, urgency and need, and for production loans, 
probable productivity in the near future must be the leading 
criteria of selection. “Essential food needs and needs for capital 
required to set existing capital working should in the general 
interest be satisfied before the needs for restoration and rebuilding 
of devastated areas.” The conditions on wffiich a grant from the 
international loan should bo made are then considered, and Pro- 
fessor Pigou finds it necessary to impost*, some rigorous restric- 
tions. Ill dealing wiili currency, he liiiils (he source ol CA'il 
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ill public finance ; but even if and when Governinonts have 
ceased to finance themselves by bank loans and ihe ])rogressivc 
rise of prices has consequently stop])cd, lie sees no reason to 
anticipate the restoration of anything like pre-war rates of 
exchange. The next step, he suggests, should be to select and 
maintain a endrr of parity — the currency still consisting of 
inconvertible ]>a|)or, and wide fluctuations still being inevitable — 
by adjusting the volume of currency to exchange movcmients about 
this chosen centre. 

Professor Cassel's menioraiulum was in many ways the most 
comprehensive of all the dcxuiments jirepared for the Coiderence. 
Its subject was tlu' “Momdary Problems of the World,'’ and it 
proved interesting to so wide a circle*, of readers tliat when the 
time came for it to 1 k‘ used in Brussels the hhiglish version was 
out ol ])rint and no more copies W(‘re available. After describing 
tile process of inflation, Professor Cassel went on to examine its 
(‘fleet on the value of gold, on commodity prices, and on the inttu- 
nalional ('Xcliangc's, introdutting at this ]>oint, and to some extent 
restating, bis well-known theory of “ purcliasing power ])arity.” 
lie explained bow, in his view, the exchanges come to deviate 
from purchasing pow(*r parity, and the etfects of such deviations 
on international trade. Ilis argumenfs met with less criticism 
when he W(‘nt on to examine tlu' iiu'ans of stobilising the value 
of dilTerent currenc'ies and tla* jiart played in this connection by 
government linaiua'. Irinally he fact'd fairly and scpiarely the 
problems of dc'tlalion, of the r4‘sumption of gold payments, and 
of international loans for reconstruction purposes. 

The lucidity of his i*x|)osition and the clear-cut outline of his 
opinions made I^'ofessor Passel’s menioranduni intelligible and 
intiTesting even to those who had no expert or tcxdinical know- 
ledges of the subject. On many current probiemis he expressed 
himself forcibly and without compromise or ambiguity. He com- 
plained that rix’ent developments in metlmds of taxation have 
seriously aggravat(’d the (H-onomic situation by placing th(‘ burden 
more and more upon savings. lie pronouiu'ed himself wlude- 
lieartedly in favour of the dear money |x>licy. “In all countries 
the rates of disi-ount of tlie central banks havii been kept far 
lieiieath the heights which would have corresponded to the extra- 
ordinary scarc.ity of capital. . . . Such a- |X)Iiey always means a 
falsification of the moiuyv market “ and, combiiu'd with the 
artificial creation, of ]nirchasing power, constitutes the process of 
inflation. 

In regard lo exchanges and prices, Professor Passed pricked 
No. 120. — VOL. XXX. 11 
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a Riiinber of bubbles. “There is no reason to believe tliat 
exchanges will ever bo restored, generally, to their old parities. 
... In a country where the depreciation of the monetary stan- 
dard has not gone much further than the defu'eciation of gold 
[in relation to cominoditics], it will seem very desirable to uphold 
the old parity with gold. ... A deflation within such reasonable 
limits is, e.gf., doubtless i)ossihle in lh>gla.nd . . . hut even this 
moderate aim cannot he attained without a delihi'iate }>olicy . . . 
ready to apply the right measures and to face the sacrifices which 
they involve. . . . Kvery (Muintry should <lecide . . . what in- 
ternal value it is going to give to iis money, what amount of 
deflation it thinks jRoper and jM^ssible to attain . . . and the 
[Hiliey thus determined should he made public. Internally, this 
would make an end of all talk of a restoration of the ])re-war level 
of prices.” But, on the other liand, “it is now clearly in the 
interest of all countries endeavouring to stabilise their dollar 
exchange that the United Slates should not enter upon any mone- 
tary ])olicy cflectively raising the internal value of tlio dollar. . . . 
It seems . . . to be a common interest for the world to prevnii 
gold from rising again in value, . . . 'To avoid this, it is necessary 
tliat all countries should ahstahi from measure's for reintroducing 
an actual gold circulation.” A consideration of the rcsulls which 
W’ould follow any attem|)t to restore the old gold parity of English 
money by throwing a sutficieiit amount of gold on to the world’s 
market “shows most clearly tiie futility of the usual ])olicy of 
preparing a restoration of the gold standard by li ving to accpiire 
as mucli gold as possible,” 

The last section, on I nteriuuional Loans, is perlia|)s tlu' most 
caustic of all. “A sujiply of capital from abroad . . . has to be 
])rovided by current production. 'Flie lending eoimliies must have 
a surplus of production over tlu'ir consumption and their own 
needs of fresh capital. Out of such availahh* savings, produce.! 
day by day, loans for reconstructive work can ht' made', hiii- from 
no other sources. . . . >i()w, if international loans can only he 
made out of real daily savings, wc shall obviously havi' to abandon 
altogether the fantastic ideas of hug(‘ world loans, siilficient to 
make up at once for all damage caused by ilie war. We must 
accustom ourselves to look u]M)n an ‘inh'rnational loan ’ tis merely 
a. I'orTii of financing an export surplus froiti the lending world to 
the horrowiiig. . . . llig loans to distres.sed eoiiritries iK'cessari ly 
involve that the lending country should sacrifice' plans for develop- 
ment [at home]. . . . A natural expression for tlu' higher import- 
ance of the borrower’s needs is that a higher rate of interest is 
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ofl'ered. . . I'he nicinonindiini ends by driviiif^ one more nail 
into tlie cofiiii of all scdienies for discounting the indemnity. 
“There would perhaps be something to say for such a ]>hin if 
full guarantees were given for the free economic development 
of the country responsible for tln^ indemnity. ... As a matter 
of fact, however, th(‘- prospects of a solution of the question on 
such lines are practically none. . . . The name of a firm which 
is admittedly crushed and ruined does not generally add much 
to the security of a bill.” 

Xo Conference was even* so well provided with documents as 
this one. A ])erfect bombardment of pafH'rs was direc>ted from the 
l^dais des Academies wlnn'o the S(‘<*rclariat was housed. The 
“oflicial journar* of the ('onference and the “verbatim reports’* 
of the plenary s(‘Ssions have now been ])ublish('d by tbc Tjcague of 
Nations, 'riie Conference also had its own t'conomic news-sheet, 
called the. Conjrrcncr Forum or the Tribiuic Ijibrr, which was 
open to delegates and journalists, and providcfl a stage for those 
who, sometimes to their disappointment, had not been cast for the 
play. This daily sh(‘et made its drhut with an anonymous reply 
lo the contenti()?is of the lh*itish delegation in favour of dear 
money — a (piestion on which it soon appeared that Continental 
opinion and tradition were sharply divided from the Jkitish and 
Swedish school: that dangerous precedent was not followed, and 
ill subsecpient issues anonymity was al)olishe<l as being inconsistent 
with sinctu*(* co-operation. Th(‘ (’onforence was pextuliarly sensitive 
to public opinion. Financiers and economists might have been 
('Xpected to lx* comparatively ifidilferimt to their own reflections in 
the distorting mirror of the public pn'.ss. I>ut in thiscase they were 
at least as inttu’csled as politicians might have been, and a 
summary of Cress opinions was ]>ublished daily, first on a special 
.sheet and subse(|uently in the ])ages of the Conference Forum. 

The material before the' Conferemee on which to base its judg- 
ment was therefore ample. Not only the fourteen preparatory 
documents, the financial statemmits of the different nations, and 
the curiMMit comments of pulilic opinion, hut tlie introductory 
speeches of tln^ four vice-presidents who initiated the general 
debates, and move often than not the speeches of individual dele- 
gates, were circulated to every memher. If the i)hysicians failed 
In diagnose the disease, it was certainly not to he for lack of 
•Wiuptoms or of expert evideiua*. 

A despairing world will clutch again and again at tlu* most 
insubstantial straws; and it is perhaps not to he wondered at 
that many expectations of wdiat the Brussels C-onference was 

H II 2 
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destined to achieve were wildly exaggerated and necessarily 
doomed to disappointment. A Spanish journal had said that the 
Conference "promises to be of the greatest imix)rtance on account 
of the practical suggestions which will be made there to bring 
about a general decline in prices." A great Swiss bank spoke of 
the necessity of "finding a means of stabilising exchange" and of 
“arriving at a definite settlement of the (piestion of indemnities" 
(which had been deliberately ruled out of the Agenda. altogetluTi. 
The (iJermari Press apparently dreamed that "a great external loan 
to provide Germany with foodstuffs and raw materials ” would ho 
considered. But these expectations were never shared by res|K)n- 
siblc opinion in England. Sir George Paish apparently thought it 
just possible that the Conference would "succeed in drafting a 
workable plan for overcoming the economic and financial difficulties 
which the war has left behind " ; but the general opinion was a little 
less hopeful. Tlie monthly circular of the Bank of Liverpool and 
Martins correctly intcrj)reted British anlici])ati()iis when it recog- 
nised the “formidable difficulties that face, the Conference if it 
tries to suggest any practical scheme of amelioration." The 
Kconomist hoped and believed that this “conference of liighly 
distingiiislied gentlemen" would "i)roduco some very beneficial 
results, thougli perliaps rather on llic negative side" ; and it tlien 
proceeded to sketch a modest programme, the greater })art of 
which was, in fact, carried through in the event. Tt was notice- 
able that the Conference bad no immediate (dfect upon the foreign 
exchanges; most international gatherings of any ini]K)r(ance in 
the ])revious eighteen months liad been accompanied hv fluctua- 
tions in cxcliange-rates which wiu’c, rightly or wrongly, attributtd 
to their influence. On this occasion nothing happened at all; 
and this was pcrluips legitimately to be interpreted as an indica- 
tion of the rather sceptical attitude of the financial public. 

The organisation of the (-onferenoe was not elaborate, li 
there was any overcrowding, it was rather in tlie delegations tlriii 
in the Secretariat. Aj)art from the staiT necessary for the rnoiv 
or less mechanical work of translating, filing, <Iu|)licating, and 
recording, there were scarcely a dozen officials to do tlic secretarial 
work and tlie organisation. Many delegations, on the other hand, 
brouglit their own secretaries and advisers, with the result that 
tlie more constructive work of drafting and of distributing the 
emphasis of attention and discussion was very much decentralised. 
It rested, even more than usually, in the hands of individuals. 
Whether by accident or design, the influence of the Jjeagiie wii.^^ 
not in any way a restricting influence, and the [xilicy of giving 
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the Conference plenty of rein was completely justified in the 
event. Those who had become accustomed to over-organisation on 
these occasions were sometimes apt to mistake this more liberal 
policy for disorganisation. But it is to be hoped that the experi- 
ence of Brussels will encourage the central organisation of the 
League, without by any means abdicating its authority, to efface 
itself again in similar conditions ; and it is perhaps legitimate to 
claim that the organisation of the Brussels Conference was a 
success for British methods. A French journalist complained that 
in the Palais dcs Academies one must speak English in order to 
be understood ! 

When the Conference met for the first time in the Chamber of 
Deputies on the afternoon of Friday, September 24th, thirty-nine 
nations werr'. represented, each })y two or three delegates. Very 
few of the representatives were either politicians or diplomatists* 
but fewer still were representatives of Tjaboiir ; many were 
men with practical experience of business, unaccustomed to 
speaking to a large assembly from a rostrum. The official 
languages of the Confercnc<'. were French and English ; and 
a determined attempt was made to add Rjianish to the number. 
If this attempt had been successful, th(5 proceedings of the Con- 
ference, already awkward and diflicult, ^^’olIld have broken down 
completely. 

It was originally intended that the first ten days shoiild be 
devoted entirely to hearing the' finan(!ial statements of the different 
countries. For the first morning sitting Lenmark, Holland, 
Norw%ay, Spain, Sweden, and Switzerland were on the |)rogramme. 
A delegates from each country was required to ascend the 
“tribune” and to read, in French or English, to the assembled 
Conference, a statement which had, as a rule, already been cir- 
lailatcd to the delegates, and presumably read by them, in advance. 
Not unnaturally, this jiroved intolerably tedious; especially as 
the platform voices of hankers and financiers are usually untrained, 
and their command of French or English, even if it were always 
perfect, would still fail to make them intelligible to a fair proportion 
of such a thoroughly international audience. Consequently, when 
the first few doses of financial statements in plenary session had 
been administered, a movement w^as set on foot to cut short this 
part of the programme at once, to have the relevant papers simply 
“laid on the table” and distributed, and to proceed to the debate 
of the four main questions before- the Conference-Public Finance, 
International Trade, Currency and Exchange, and Credits. 

This movement encountered a surprising amount of resistance. 
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Many of the smaller nations were determined at any cost to make 
their exposd before the whole Conference orally. From motives 
that are easily intelligible, they were in favour, from first to last, 
of binding down discussion to the particular instead of allowing 
it to float away into the general. In the event they carried their 
fx)int. No restriction was ])laced upon the recitation of financial 
statenumts, though delegate's were ('uenuraged to circulate a docu- 
ment and to confine themselves in their speeches to elucidation 
or elaboration of the printed kixt. In fact, however, they pre- 
I'erred, very often, simply to read aloud what the delegates had 
before them in print, and scarcely more than half a dozen speeches 
weJ*o made ex tempore throughout the Conference. 

Some concession, nevertheless, was made to those who wished 
to see the public debates oti the four great tojiics initiated as soon 
as possible, and to hasten the time when the Conference resolved 
itself into (Committees. After the first week-end these debates 
went on concurrently with the financial exposes. (On Monday, 
September 27th (that is, on the third working day of the (Con- 
ference), Mr. Brand introduced the subject of Public Finance; 
and it was aiTaiiged that by the (‘ud of the week all the Com- 
mittees of the Conference would luive l)et'n constituted and would 
have set to work. 

As it turned oul, this pnxa'dun' siiitc'd llu' Cf)nrerence iiiieom- 
inonly well, 'riiose who weri' in such a. hurry to “get to business ” 
leaJised later that the actual business of the Conference was not, 
and could not be, momentously im[X)rtant; and even if it hail 
been possible to devise some great practical sclieme or to discover 
some eflective cure for tlie economic evils of oiir time, it was not 
by bniscpiing matters in the first few days that this object could 
be achieved. The Conference re(piired the first week to itsoli’ 
in order that it might have the opportunity to find its feet ; and 
tlie work of the secoml week was all the more smooth and succoss 
fill luicause of that apparent f(‘cklessness that made journalists 
talk of “wasting time.” Before the Conference wag half over 
jiractically all the chief Press corresiKuidents — with two outstand- 
ing exceptions — had gone away in sitarcely veiled disgust and left 
subordinates to rejxirt the tiresome proceedings. I’he Press as 
a whole failed to see more than the mere surface of things and 
missed the significance of events almost altogether. 

Of course, very few people listened to any large proportion of 
the “financial statements.” But during the period in which 
those statements were lieing made, the whole tone and prospects 
of the Conference were changed. The President, i\r. Ador, sjxike 
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later of the corporate personality which the Conference, in the 
course of its labours, had evolved ; he did not add, what everyone 
who heard him understood very well, that when the Conference 
first met, nothing seemed more unlikely than that such a hetero- 
geneous assembly could, in so short a space, be fused together 
into one conglomerate w’hole. Yet the impression of all those 
who w'ore present was that the success of the Conference lay pre- 
cisely in this, that, having started with doubts and suspicions and 
insincerities, it ended in a genuine spirit of harmony and co- 
operation whicli even those who had been most cynical and least 
straight forw’ard were prepared to acknowledge and respect. The 
happy accident which pcrnuttetl the (.\)nfi‘rence to “w^aste its 
time ** for ten days, instead of plunging headlong into (’ommittee 
work, was the chi(‘t‘ cause of its siieeeeding as an experiment in 
international c{>-o|)era.tion iiish'ad of failing in the impossible rdlc 
of dens cx marliina which had been assigned to it. 

It is easier to imagine than to describe the precise means by 
which this great change was elTe<!t(‘d. The (;onrtesy of the Bel- 
gian (lovernment in placing the Chamber of Deputies at the 
(lis[)Osal of the Conference had a good deal to do with it. For the 
lobbies and the long reading-room, the library, the toa-roorn and 
sinoking-room wove ideal places for af>pearing to “wasti* time’* 
while really “getting to business” far more usefully than if the 
entliiisiasts who interpreted loo literally the functions of the 
Conference had had th(u’r way. After all, a hundred })eoplc had 
to get to know one anotlier; tliey lived at fifteen or twenty 
(liiTenmt addresses, in legations, hotels, or private houses all over 
the town, some at the bottom and some at the top of the hill 
on which Brussels is built. But they got together assiduously, 
(lined cous<*ient iously in parlies of four and live and six, turned 
to good use lh(‘ midday intervals in order to cat corrosive 
luncheons and struggle ma.nfully witli the international patois of 
French and English ; in fa<*t, at the end of ten days, with nothing 
whatever to show on ])a|>er, they had none the less assured the 
success of the Brussels Conference. And in this acecumt we have 
passed over in discreet silence those more serious and delicate 
interviews wh(U*e individuals were understood to represent their 
Governments and things were said which were not to be repeated, 
but which never could have been said at all unless the nations of 
the world had been gatliercd together under the auspices of the 
League to talk business. In retrospect, even the insuflerable, but 
1^0 doubt necessary, system of interpretation, which, as a year 
before in Paris, dragged out the pnxieedings to a hideous length, 
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may seem almost to have been a blessing in disguise. It meant 
that for at least half the time the most industrious delegate might 
fairly consider himself free. 

In the course of the first ten days the four Committees were 
constituted in accordance with the compromise programme. But 
the moment of constitution of a Committee did not by any means 
actually mark the beginning of its labours. During the first few 
days the delegates were sorting themselves out, and it was soon 
quite well understood who would be the leading figures in the 
different topics. Naturally, then, those who were interested in 
the same question got together and compared ideas, even to some 
extent formulated conclusions, in anticipation of the official 
raising of the curtain. It is necessarj^ to insist upon this point 
in order to dispel the illusion that the decisions of the Bnissels 
Conference were the result of a few hours, or of a few days, of 
hectic work in which rush tactics succeeded in foisting on to the 
Conference a whole series of conclusions and projosals which *the 
delegates Iiad no leisure to consider. 

None the less, it is true that time was very short ; and the 
only known metliod of expediting work on such an ocjcasion is 
to reduce the number of participants. The Committees were 
therefore formed originally with something like thirty members 
apiece ; but these unmanageable bodies were immediately reduced 
at the first meeting of ea<h Grand Committee by the ap|)ointment 
of a Drafting Committee, to which the actual work of preparing 
the report was entirely delegated. Not unnaturally, perhaps, the 
group of countries represented on the Drafting Committees was 
in each case very much the same. Tn hu-t, on the four Drafting 
Committees, consisting together of forty-four members, eight 
countries had twenty-nine representatives. A delegate from o?ie 
of the new States asked, rather wistfully, at tin*, first meeting of 
the Currency an<l Excliange Connnittee whether there might noi 
be some advantage in ai)[X)inting to the Drafting Committee soiue 
representatives of the countries whose position was most 
precarious. 

But even these Drafting Committees were, in some cases, not 
sufficiently compact if the report was to be ready in time. 
In the case of the Credits Committee, for example, four members 
were nominated by the Drafting Committee to give shape to the 
opinions which had emerged in discussion ; and the rofX)rt as 
eventually adopted was drawn up by these four members, none 
of whom was the “ father ” of any jmrticular credits scheme. That 
draft stands, with only verbal modifications, in the final report 
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of the Conference, having passed practically unscathed within 
forty-eight hours through the Drafting Committee, the Grand 
Committee, and the Conference itself. Tn no case did the Plenary 
Conference make any change whatever in the reports submitted 
to it by the four Committees. They were all “unanimously 
agreed.” 

The tactics of tliis Committee work might seem perhaps a 
little high-handed if they had not been inevitable. The function 
of the Conference as a whole, after all, was to agree ; and if they 
succeeded in agreeing at all, in private as well as in public, they 
fulfilled their purpose. A.s has been shown already, they did in 
the end agree fundamentally, and the fact that their unanimity 
on the terms of the re]X)rt was a little artificial does not alter 
the importance and the value of their agreement in less specific 
and obvious ways, which was spontaneous and genuine. If the 
reports are examined carefully, they will be found to contain, 
among a number of generalities which anyone could accept, a few 
unqualified decisions on questions which, besides being difficult 
and controversial, are also of great practical importance. The 
Conference did not always sit on the fence. 

The report of the Committee on Public Finance could scarcely 
be very exciting ; it could never, in the nature of the case, descend 
to particulars. But it contrived, indirectly and by allusion, to 
level some telling criticisms again.st current fiscal methods. 
“Nearly every Government is being pressed to incur fresh expen- 
diture, largely on palliatives which aggravate the very evils 
against which they are directed ” ; and those palliatives are defined 
later, by implication, as “the execution of social reforms which 
the world demands,” but which are inopportune and ineffective 
so long as budgets do not balance. The first social reform must 
be a financial reform (§ 3) and involves the abandonment of all 
unproductive extraordinary ox|ienditure. “On an average, 20 per 
cent, of the national exi)enditure is still being devoted to tlie 
maintenance of armaments and the preparations for war. . . . 
The world cannot afford this exf>enditiire.” And in order to 
make the world realise that it cannot afford armaments, (xovern- 
ments should abandon “all une<’onomical and artificial measures 
which conceal from the people the true economic situation. Such 
measures include the artificial cheayx^ning of foodstuffs and the 
maintenance of rates and charges for Government services on a 
basis which is insufficient to cover the cost of the services given, 
including annual charges on capital account.” Progress in these 
and other directions should b.e made public, and complete figures 
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should be furnished to the League of Nations for a six-monthly 
publication, showing in comparative form the extent of the efforts 
really being made in different countries. “A country which does 
not contrive to attain the execution of these principles is doomed 
beyond hope of recovery.” There is not much hesitation or 
meiosis about those j)ronouncemcnts. 

The (hirrency and Exchange Committee submitted a reasoned 
report, leading step by step to sixteen somewhat Utopian recom- 
mendations. Pmt here, again, it is not difficult to sift the definite 
and practical conclusions from the remainder. “Banks, and especi^ 
ally banks of issue, should be freed from political pressure.” So 
far from being behind the times, the Conference may well prove 
to have been ahead of tlumi in laying down this principle. T’ho 
extent to which the control of monetary jx^licy has shifted, for 
example, from the Bank of England to the Treasury, and the 
consequences of this war-time development that, like so many 
others, siirvivt's in peace, are not yet very generally appre- 
ciated. The Chancellor of th(‘ Exchequer is a member of the 
Cabinet, and b(‘ cannot always be swayed exclusively by tiujse 
considerations of sound finance which, according to the Brussels 
Conference, and almost everyone else, ought to be decisive 
in d(‘termining the use of the ordinary financial controls. “In 
[lormal times the natural and most effective regulator of th(‘ 
volume and distribution of en'dit is the rate of interest; . . . we 
see no reason wliy the (lovernment should be Jt^ss subject to tin* 
normal nuMsurc for restricting credit than the individual mem- 
bers of the community. . . . When the Banks of Jssne*, are able 
successfully to perform their normal functions rates will find their 
own proper hwTi.” 

Passing from inflation and its remedies, the Committee then 
deals with the allied subject of exchange. “Exchange control is 
futile and mischievous”; this downright statement has already 
borne fruit if, as is very possible, it had something to do with 
the removal of exchange control in Finland soon after the (.’oii- 
ference (lisp(‘rse(l. “W'e believe that neither an international 
currency nor an international unit of account would Ji‘rve any 
useful pur|M.)se.” With this one thrust tlie air was cleared of a 
number of bubbles that had not, until now, effectively hei^n 
pricked. “We cannot recommend any attempt to stabilises the 
value of gold,” and “it is useless to attempt to fix the ratio ot 
existing fiduciary ciirrencies to their nominal gold value.” This 
latter assertion, taken in conjunction with the conclusion (S b) 
that “it is highly desirable that countries which have lapsed from 
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an effective gold standard should return thereto,” has been inter- 
preted as a recommendation in favour of deflation and against 
devaluation. There is little in the actual terms of the report to 
warrant this interpretation. The reason given for not attcmj)!- 
ing at present to ascribe a fixed gold value to dc'preciated curren- 
cies is that it would be im[K)ssible to maintain any fixed ratio 
until economic conditions have been stabilised. Once having 
arrived at comparative stability by putting an end to inflation, 
a country witli a depreciated currency would have the <*lioice of 
devaluating or deflating, as is iin]>lied in § 10, which begins with 
the words “deflation, ij and when uiulertakiMi, must he <?arried 
out gradually.” Tt is true that the ])roce(ling ])aragraph states 
that if economic conditions wen^ sufficiently favourable to admit 
of a fixed ratio with gold, the fixing of such a ratio would be 
unnecessarij. Ihit Hie ('oinmiilc'e probably meant no more than 
that stability would a fixed ratio and that whether this 

ratio were adopted and admitted or not would make very little 
difference, hhuth country would still be free to attempt to return 
to the pre-war standard or to accept the new ratio at which it 
had ])roved ]K)ssihle to arrest depreciation. 

The text of this report has Ix'en published in ])amphlet form 
by the Times . 

The Committee on Ihade was a failure. Tt had not the 
courage to fac(‘ the facts or to acknowledge the conflicting 
interests involved. It merely jinxluced six im]>eceablfi resolutions, 
the third of which reaffirms, though in very guarded language, 
the objections which had already lieen expressed in the economic 
manifesto of the Supreme C'ouneil against artificial trade harriers 
and price discrimination. However much the language of the 
resolution was adajih'd to the susceptibilities of those concerned, 
it was, of course, an easily recognisable allusion, in both cases, to 
the parochial outlook and mischievous policy of the ni‘W States 
of Central l^urope towards one another. Tt may also seem to 
contain an allusion to ourselves. 

The hVderation of Swedish Industries has n'cently taken one 
step further the (piestion of i>ri<*e differentiation by jietilioning 
the Swedish (lovernment to try and obtain general recognition, 
througli the League of Nations, of the princijde advocated at the 
Brussels Conference. (The Times, October ffOtli.) 

The Credits Committee presented a long reixut whicli falls 
naturally into three divisions. The first consists of a series of 
general resolutions in tlui approved stylo, covering much the same 
ground as the other reports, and insisting on the importance of 
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restoring peace and order, regulating public finance, purging 
currencies, and so on. The last of the three parts consists 
of one section welcoming the new spirit of co-operation under 
the League. The rest of the report (§§ 8 to 12 and the 
Annex) enumerates the different concrete proposals that have been 
made and details one of them— the credit scheme of ]\{r. Ter 
Meulen, the well-known Dutch banker. It is an amusing exercise 
in textual criticism to disentangle from internal evidence the 
parts of this report which were originally drafted in French from 
those which appear obviously in the original l^nglish. The 
results lead one to think that the British contribution was satis- 
factorily important. 

The international credits scheme of Mr. Ter Meulen has been 
welcomed as the one “practical” result of the Conference. The 
opinion is disputable, but at any rate the scheme deserves to be 
considered in some detail. It had existed in embryo loTig before 
the Conference mot, and it is no secret that Mr. Ter Meulen 
came to Brussels with some twenty-five or thirty type-written 
sheets in his pocket, representing the result of his prolonged 
and careful work. In fact, before the Credits Committee was in 
existence, this scheme bad been reduced to a manageable sum- 
mary of six pages, and was ready for distribution. Finally, at 
the first meeting of the Drafting Committee on Credits, it wa.s 
circulated substantially in the form in which it appears in Annex I. 
of the Committee’s report. In its final shape it has been printed 
in full in the Economist for October 23rd, and in the “Eeport of 
the Conference,” published at a shilling by the licague of Nations. 
It is a little unfortunate that it should have been given to the 
world in this stark form, drawn up in thirty-six categorical clauses 
like a protocol, without a wwd of explanation. It has been 
exposed in this way to criticisms w^hich had, as a matter of fact, 
been considered and answered in advance, and many of the 
objections to it which have since been made were not by any 
means due to faulty preparation, but had been fully weighed and 
realised before the proposal was ever put into shape. With the 
permission of Mr. Ter Meulen, the original document in which 
he approached the problem from every side has been made the 
basis of the following exposition. 

The scope of the scheme is deliberately narrow. The question 
of discounting indemnities or stabilising the exchanges is pur- 
posely set aside, because it only serves to introduce additional 
complications. Other credit schemes have been more ambitious 
and grandiose, but only at the cost of being impracticable. Sinii- 
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larly, the intention is to interfere as little as possible with the 
existing mechanism of trade. Nor does the wiheme involve for 
borrowing countries the immobilisation all at once of a large part 
of the security which they have to offer. At the same time, 
lending countries arc not required to find large sums of money 
at short notice, nor to jdace at the disi)osal of borrowing Govern- 
ments a fund which, in the exhilaration of sudden affluence, those 
Governments might misuse. These appeared to bo the ])re- 
requisites of any useful and practicable scheme ; but at the same 
time they have the effect of restricting its scope witliin com- 
paratively narrow limits. 

The primary purpose of the sclieme is to provide* guarantees 
which will inspire exporters witli such confidence in the prospects 
of ultimate repayment that they will initiate trade on credit with 
the distressed countries through the ordinary channels and in 
the normal way. The oxjx)rter is not to he relieved of risk to 
such an extent that it becomes a matter of indifference to him 
with whom or on what terms he trades; on the contrary, the 
necessity of his satisfying himself as to the status of his pur- 
chaser will be j>recisely as great as it is now. But it should prove 
[possible by means of guarantees to restore confidenc{3 to this 
extent at any rate, that in some cases and on certain terms an 
exporter would be willing to give* credit, instead of being inclined, 
as he often is now, to reganl fully one-lialf of Europe as being 
inevitably beyond the pale of (*ominercial intercourse on pre-war 
terms. 

It is no use blinking the fact that “satisfactory guarantees” 
means in these days and in these eases “specitied revenues” 
ear-marked, and indeed aj>pr()pnated, to tliis partieular use. They 
must be ” speeified ’’ because the mere bond of a necessitous 
Government, or even a kind of consolidated fund eharge u])on 
their Budget, would not seem satisfactory; and they must be 
“revenues ’* because exjDorters are not likely to accept as guarantee 
a mortgage, say, on the factory of the importer or the title-deeds 
of a syndicate of inill-ow’iiers. At the ve?ry outst^t, tlierefore, the 
conflict between dignity and financial necessity emerges as a 
source of difficulty. New countries will not readily sacritice even 
the appearance of their hard-won freedom ; others will not afford 
so far to demean themselves to surrender tlie control of a 
fwtion of their revenues. Since the pride of nations is apt to 
vary wdth their ix)verty, a chorus of protest immediately arises 
among the very ])eople whom it is intended to benefit. “This 
is simply the application of the Turkish system to Western 
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Europe ; there is scarcely another parallel than the case of Chinese 
customs.” Nor are these protests overcome when it is pointed 
out that in a dozen different cases or more the principle has been 
accepted long ago and has worked with perfect smoothness; or 
that if the surrender of specified assets were always a mark of 
financial decay we should not ex))cct to find the system in Egypt, 
one of the richest countries in the world. 

The Committee on Credits was alive to these objections; 
indeed, it was compelled to listen to a very forcible })resentation 
of them. But, being comj^osed of financiers and not of poli- 
ticians, it was more impressed with the necessity than with the 
difficulty of providing adequate safeguards. The scheme adopted 
consequently provides for the creation, of an International Com- 
mission which will normally control and administer the assets 
which (lovernments are prepared to pledge for the sake of ob- 
taining imports on credit for themselves or for their nationals. 
But the greatest care was taken to leave tlu? initiative entirely 
with the Governments concerne<l. The international organisation 
will be “placed at the disposal of” borrowers. A Government 
which wishes to ]>a.rticipate will approach tlie (.’onirnission and 
simply specify the security which it is f)repared to pledge. The 
Commission will then examine the security and name the gold 
value of tlie credits that it would be go<xl business to open against 
these giiarantecs. The Government must now judge for itself 
whether the game is worth the candle, and in the event of accept- 
ance it will forthwith ])re])are bunds with a currency of five or 
ten or possibly fifteen years and bearing a rate of interest which 
would be determined in agreement wdth the Commission. The 
principal and interest of the bonds would have to be ])avable 
in the currency selected in each case by the exporter, and 
as this currency would vary according to the particular trans- 
action in respect of wdiich the bonds were ultimately issu(Ml, ii 
would have to be left indeterminate at the time of their pri'para- 
tion. Having prepared the bonds, the Government concerned 
would be in a position to lend them to its nationals, and would 
usually require from tlio indiviclual im|X)rter some kind of security 
— perhaps a mortgage — against the loan of the bonds. The 
im|x>rter who borrow's the bonds in this way from his Government, 
in order to use tliom as collateral, is left entirely free to fix u]^ 
with the exporter with wliom he is dealing the terms of the credit 
which he requires; and those terms need not correspond, either 
as to the rate of interest or as to the period of the credit, wdth the 
rate or the maturity of the bonds themselves. But before the 
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bonds can be issued and lent by the Government to the individual 
importer, they must be countersigned by the International Com- 
mission, as evidence that the particular transaction in respect of 
which they are issued has been approved by that authority. Tht- 
Commission must have absolutely unfettered judgment as to the 
necessity of each particular import and as to the propriety of the 
term for which the credit is to be granted. There is nothing to 
prevent the issuing Government from im]K)rting (jn its own 
account under the scheme, subject to the same conditions. 

When the bonds have been issued tliey are sent by the 
importer as collateral to the exporter, and if tlic* terms of the 
credit arranged between them are faithfully observed the couy)ons 
are returned at their due date, and the bonds themselves on the 
liiial repayment of the credit, to the imj)orter, who in his turn 
returns them to his (Tovernment against release of any security 
that he may have given. The bonds are then cancelled; and 
other bonds to an ccpiivalent amount, if necessary in terms of a 
different currency, can then be issued for any new transaction 
that may bo approved by the; International (’ommission. 

These are the broad outlines of the scheme ; but the details 
of its practical application ha<l also been thought out with great 
care by Mr. Ter Menlcn. 'Die scheme itself, there can 
be no doubt, will stand or fall by its broad, essential prin- 
ciples. If these can be accepted and ap[)Iie(l, the details of 
the operation of tlie sinking fund, tlie legal (lidleiilties which 
attend the rejdedging of the bonds by tlie importiT, and all such 
minor (piestions, however complicated and thorny they may be, 
must in the end be susceptible of adjustment. It would be a 
mistake at this stage to divert attention and diseiissioii from the 
main principles, and no more need he attempted bore than to 
enumerate some of the many practical and teclmical considerations 
which have already received attention. 

In the event of everything going well, that is, if the importer 
lives up to the terms of his credit with the exporter, no difficulty 
arises. Everything goes on just as it goes on now, except that 
the collateral which by this scheme tlie importer is enabled to 
offer should stimulate trade by insjaring intending exyn^rters with 
the confidence that they will eventually be paid in full. No 
provision for the payment of coupons or for the redemption of 
bonds is therefore required except in case of soint‘ default. In 
tile event of default by the importer, the exporter is required first 
to offer the collateral to the issuing Government against payment 
of the whole sum due to hiip. Only in the event of this offer 
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being refused would any of the bonds come on to the market, and 
even then the exix)rtcr might prefer, instead of selling the bonds, 
to hold them until maturity. The need to sell bonds should be so 
exceptional that Mr. Ter Meulen anticipates that collateral which 
is sold oufc would, as a rule, be redeemed by drawings within six 
months, out of the surplus yield of the revenues pledged for the 
bonds, over and above what is required for the payment of coupons 
and the provision of a sinking fund. 

This sinking fund need not be more than sufficient to provide 
for the redemption at maturity of about 10 per cent, of the bonds 
at any time issued. For even in the event of importers defaulting 
in such large numbers that their Government was not in a 
position to redeem at maturity all the bonds outstanding, the 
assigned revenues, which would be released at the end of the 
period of operation of this scheme, could serve as collateral for a 
loap to be raised by the Government concerned, and the proceeds 
of that loan could be used for taking up the balance of the 
outstanding bonds. 

Two very complicated and difficult questions arise at tliis point. 
It ivill be necessary to determine the proportions in which the 
funds required for the endowment of the sinking fund are to be 
distributed between the various exporting countries by the Inter- 
national Commission: and since the proper proportions will be 
continually changing, the Commission will necessarily oj^rato 
on a large scale in the exchange market. Secondly, the assigned 
revenues may result in the transfer to the Commission of larger 
sums than are actually needed for couiX)n payments, for sinking 
fund, and for the redemption of such collateral as may be sold out. 
It would be n^asonable and fair that the excess should be restored 
to the Government concerned, for the redemption of debt; but 
the uncertainty, until the very end of the ]>eriod of the scheme, 
as to the total amount of credit risks that may have to be covered 
— as to the extent, in other words, to which the amounts sanc- 
tioned will eventually be made available— makes it difficult, if 
not irn|xjssible, to release any portion of the assigned assett^ 
periodically. In fact, it docs seem that the security iminobilisotl 
as a guarantee for credits will in practice be unnecessarily and 
inconveniently liberal in proportion to the credits actually granted. 

Any credit scheme is, perhaps, to some extent inflationist, but 
objections to Mr. Ter jMeiilen’s proposal on this score are not 
very well founded. For the scheme involves only so much 
inflation as is required by any commercial credit transaction, and 
the most elaboi'ate safeguards are provided for ensuring that the 
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term of the credit shall in each case be appropriate to the trans- 
action, and that the most prolitable and self-liquidating transac- 
tions should have preference. “Essential” imports are selected 
by the International Commission, and the majority of credits sanc- 
tioned may be expected to be short-term credits. Only in the 
event of a very necessitous Government requiring to import food- 
stuffs for immediate consumption or railway and other material 
for capital development need the credits be extended over a 
|)eriod of years. 

The exchange diiliciilty arises again on account of the fact 
that the International Commission will tix the amount of cn^lits 
to be sanctioned in terms of gold, whereas the bonds will i)o made 
out in terms of currencies which in many cases have lost their gold 
moorings. Mr. Ter Mculen answers this objection by stipulating 
that the Commission, whem fixing the total gold value of the 
credits to be accorded to a country must leave a liirge margin 
betw(^en this gold value and the value of tlic guarantees tendered, 
thus safeguarding the bonds against a [)ossil)le improvennent in 
the value of the currency of tlu' ItMuler in relation tt) gold. 

Enough has i^erhaps been said to show that Mr. Ter Meulen’s 
scheme has been worked out in far greater defail than would 
appear from any of the published statements of it. Most of the 
practical difficulties — many others, indeed, besides those men- 
tioned here — have, in fact, been envisaged, and a suggested solu- 
tion is ready if the |)rinciples of the scheme should gain 
acceptance. But here again, c*cst Ic premier pns qui coute, and 
the first step is to be taken by the Council of the League of 
Nations, w’ho have been invited lo aecept the principles and 
))r<X‘eed forthwith to “nominate a Coininittee of financiers and 
business men for the purpose of defining th(‘ measures necessary 
to fjivc pracLical effect to this proposal.” IVefore practical effect 
can be given to the scheme it ^^ill In* necessary to arrive at some 
decision as to the validity of the fundamental objections which 
are made against it — and, indc'cd, against any other scheme of 
this type, 'riie chief of these objections appear to be as lollows : — 

In the first ])lace, it may be said, the chief limiting factor on 
the present credit situation in Europe is the scarcity of capital in 
relation to the need for credit. This involves a dilemma which 
no amount of ingenious drafting will get round ; either credit 
must be rather restricted than extended, or there must 
further inflation, and the chief lendii'ig countries arc deter- 
mined to inflate no further. All that a credit scheme can there- 
fore do is to divert a part of the inadequate supply of credit from 
No. 120. — VOL. XXX. ^ ^ 
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existing channels; and if this is what is intended, it is necessary 
first of all to realise that the scope of any credit scheme is thereby 
very rigorously restricted, and in the second place to prove that 
the credit scheme can justify itself by evidence that the new uses 
which it is projxiscd to make of such credit facilities as exist are 
more profitable and desirable than the uses to which marginal 
credit is at present being put. 

Secondly, it is urged that if the scheme is devised only for 
the smaller and more indigent countries, if it has nothing to 
offer to Belgium and Italy, and possibly even Poland, it may be 
good so far as it goes, hut it necessarily misses the mark. For the 
problem of, say, Lithuania is not a problem that can be treated 
in isolation : it is the problem of Kiissia and Germany and Poland 
and of all those greater neighbours who are in equal need of 
treatment. To foster trade with Tjatvia when the great States 
of Western and Eastern Europe are left in their present economic 
condition, is like carefully tending and cultivating a little garden 
in the middle of the desert. 

Finally, it is said that what traders are afraid of is iiot the 
default of an individual or even the present poverty of a country, 
but the danger of a real economic or political catastrophe. The 
fear of war, anarchy, repudiation, or a complete breakdown of 
the economic system is the real deterrent, and no security that 
the countries concerned can j)ossibly provide is beyond the reach 
of these calamities. 

These fundamental economic objections are backed by others 
that have to do with the |X)litics and the psychology of nations. 
It is not intended to answer them here except by saving that Mr. 
Ter Meulcn’s scheme is not ambitious because it sets out to be, 
above all things, practicable; it suggests no parmcea, but it sug- 
gests a first step, a beginning, if you like a palliative, in the hope 
that if this or that small country were content to try the scliernc, 
the results would encourage others to do the same, and in course 
of time we should sec a progressive improvement in the economic 
conditions of those parts of Europe which are to all intents and 
purposes for the time being out of action. 

Various other proposals were laid before the Credits Cornmittep 
and were accepted as suggestions whicli it would be worth 
exploring further. Mr. Wallenberg was impressed by the success 
which had attended a scheme by which, during the war, a special 
insurance corjx>ration, financed by the Swedish Government and 
run for the account of the State, but managed entirely by businefis 
men, had maintained maritime trade at a time when Swedish 
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shipping was threatened with immobilisation on account of the 
(Ufticulty of covering war risks to vessels and cargoes. He believed 
that individual traders are now often inclined to exaggerate the 
risks attendant upon credit transactions with the Continent of 
Europe, and he thendore proposed the foundation of a corporar 
tion in Jjondon for the insurance of international credit risks. 
This suggestion was intended to supplement, and not to supersede, 
tlie proposal of Mr. Ter Meulcn. It is now being further dis- 
cussed by those who have a practical knowledge of insurance. 

A further supplementary suggestion was made with the inten- 
tion of adapting the Ter Meulen scheme to the needs of distant 
countries, such as America, China, India, and Japan. The only 
bond, it was urged, which will be of real use in such cases is a 
bond which will he accepted at about its face value by banks as 
collateral, and which can be realised on international markets. 
Therefore, instead of being sent to the exporter, the Ter Mculen 
bonds should be delivered to the Central Commission, who would 
retain them as collateral and issue in their place a bond of their 
own secured on a guarantee fund subscribed to by all buying 
and selling nations, or other bodies, who washed to participate in 
the scheme. This proposal, made by Sir ifarshall Eeid, appeared 
in effect to introduce into the Ter ]\I.eulen scheme the. principles 
of the plan elal)orated by M. Delacroix and inanted in the 
collection of “Solutions .Proposed*’ (No. Xll. of the series of 
League of Nations publications prepared in anticipation of the 
( ■onference). Several other suggestions were submitted in writing 
to the Committee on Credits, and it is jx'rhaps regrettable that a 
more complete selection of the documents laid before the Con- 
ference should not have been published by the League of Nations. 

The meetings of all Committees were held in private, and 
Mr. Ador made a special appeal to the Conference not to prejudice 
the progress of the different Committees by any premature dis- 
closure of their proceedings. As a rule, no official minutes were 
kept or circulated. Consequently, a very important declaration 
made in the Credits ('ommittce by the British representative has 
escaped general notice, though it made a profound and very 
favourable impression at the time and was carefully repeated and 
then translated for the benefit of those concerned. Mr. Bell said, 
in substance, that after consultation with his colleagues of the 
British Delegation, he agreed with them in believing that, in the 
event of a credit scheme on the lines of Mr. Ter Meulen’s pro- 
posal being put into effective operation, the British Government, 
in spite of the fact that it is thq largest European creditor, would 
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probably be disposed to give some priority to iutenmtioiuil credits 
for the revival of trade. 

Even in retrospect the Brussels Conference looks like a great 
event. Absorbed in the details and the excitement of hard work 
— for these Conferences all do involve hard work, and in this 
particular case delegates and officials were often at work until 
two or three o’clock in the morning — one is apt to exaggerate 
the importance of the task and to see it out of i^erspective with 
the world outside. But the process of disillusion which usually 
follows has not been so marked on this oc'casion, and it is jiot 
to be supjx)scd that in the course of a fortnight universal agree- 
ment was really reached on the questions of financial |)olicy and 
principle that have divided the theory and ])ractice of the Con- 
tinent from oiir own for generations. Thci*e. is, of course, jio 
unanimity on monetary policy, on banking princi])les, or on tlie 
economics of trade and commerce, and the cpiintessencc of 
wisdom contained in the Brussels reports could often only com- 
mand assent because it had been very carefully disfcilh'd. Hk* 
results of the Conference are, of course, not very concrete. But it 
is at least an achievement to have secured practically universal 
recognition for the economic solidarity of iMirope. Until now, 
little more than lip-service has been rendered to this ol)vious Irutli. 
In future it may be hoped that, as a result of Brussels, prac- 
tice will tend more often to corres|>ond with ])recept ; for there 
can be no question that even those who were comj)aralively well 
instructed on the chaotic conditions of currency and finance were 
impressed and appalled as a result of a fortnight’s contemplation 
of the details. Some countries, it is sate to say, were frightened ; 
and that is all to the good. 

Some of those who had looked for a panacea persisted even 
after Brussels in their delusion. A correspondent of the Morniiuj 
Post (October 28th) wrote that: “Notwithstanding the Brussel^ 
International Einancial Conference found no practical imMie<liaie 
solution to the many economic evils now restricting the resump- 
tion of international trading on pre-war volumes, it is obviously 
imperative that some solution should be found as soon as possible.’ 
He was gently taken to task by the Financial Editor for his 
extravagant hopes, but he erred in good company : for Dr. Wirth, 
in his recent financial statement to the Ecichstag, “began his 
8[)ecch with a complaint against the result of Spa and Brussels. 
The Brussels Conference, he said, has been likened to a con- 
ference of doctors round the body of a sick man. But it was ol 
little use for the doctors to find out what was the matter with 
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him if they did not prescribe for his return to health ** (Times, 
October 28th). 

These impatient views do not do justice to the difficulties of 
situation created by four and a half years of actual war and 
two more years of nominal peace. It is more reasonable to 
(‘mphasise the point w^hich was brought out by an Austrian 
economist with reference to the economic declaration of the 
Supreme Council. “The twelve paragraphs,” he said, “read like 
the conscientious work of a Treasury official . . . but what 
deserves attention is that the manifesto looks upon the European 
economic situation as one complete whole, and that at last the 
intimate connection between the different parts of this whole 
would appear to have gained recognition” (Mitteiluncjen dcs Ver- 
bnndes osterreichischer Banken und Bankiers, April 3()th, 1920, 
|)|). 51, 52). The same might be said of Brussels, and more still. 
Xot merely a recognition of the facts, but a realisation of the 
imminent calamities which threaten Europe unless that recogni- 
tion can be translated into practice, forced itself u]X)n the Brussels 
Conference. The results of the Conference are not the resolu- 
tions and the reports, but the temi)er in which the delegates 
returned to their homes and the effect which this tem]X5r must 
have upon the course of events in future. They returned in fear 
and trembling, and at the same time with confidence unexpectedly 
renewed on account of the spirit of sincere co-operation which 
inspired the Conference and which .scorned to promise the success 
of the new methods inaugurated by the League. It is to be 
regretted that tlie ]iarticipating countries were not invited to 
include one representative of Tjabour in each delegation. If the 
(*o-operation and assent of Labour had ])eeu secured, the Brussels 
Conference might liave been welcomed as the first sign that 
European countries may yet cease to compass their own 
destruction. 


H. A. SlEPMANN 



SOME PROBLEMS OK FOREIGN EXCHANGE 


In one of the documents prepared for the Brussels (Conference 
the Secretariat of the Leaf^uc of N^ations have published tables 
(which can be carried on to other months with the help of tlie 
Supreme Councirs Monthly Bulletin of Statistics) showing the 
recent fluctuations in external and internal wholesale prices in 
terms of various national currencies. tables are constructed 

as follows: The internal prices of France, Italy, the United 
Kingdom, Canada, Sweden and Japan are represented ])y index- 
numbers j>repared in these countries, the number for Jill 3 as 
base-year being put at a hundred. External prices are taken to 
mean the prices, in terms of French, Italian, or other currenev, 
of goods in the United States. The index-numbers for these are 
obtained by multiplying for each month the United States’ index- 
number of dollar prices for that month by the cost of United 
States dollars in francs, lire, etc., on the last Umrsday in that 
month, divided by the cost in 1913. The table which 1 am print- 
ing here is obtained by dividing for each month the ind(‘x-mnnl)or 
for external prices calculated in the way described by tin* index- 
number for internal ])rices, and multiplying the (piotient by lon. 
The ratio of internal to external jaices in 1913 ladng thus rej-ro- 
sented by 100, the figures set out for each month show on the 
same scale the ratio between external and intcaiial ])ricrs in that 
month. Thus, given that, in 1913, it t(M)k vi francs to buy in 
America what one franc would buy in I'rance, in March, 1919, 

69 . 131 ' 

it took-jQQ of VI francs to do this, and in i\farch, 19*20, fd 

m francs. The purpose of the following pages is to investigide 
the meaning of these changes. 

Before looking for any “real’* explanation of these figures it 
is well to consider the degree of their reliability. How far do 
they truly represent what they profess to rejiresent? How far, 
in short, are they significant? A moment’s thought shows that 
they are subject to two important sources of error. The first ol 
these is that the exchange quotation used in building up the 
figure for any month is the quotation for one day, namely, the 
last Thursday in that month. With exchange fluctuating largely 
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Table 1. 


External Prices Divided dy Internal Prices : on Pasis of 100 in 1913, 
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from week to w-ec^k and even from day to day, it is that the 
accident of the day chosen may sometimes make a large difference 
to the figure in tlie table. The ])rices on whicli price index- 
immbers are built ii|> also nder in some countries to single days. 
This again ofX'ns the way for accident. The second source of eryor 
is more fundamental. It is that price mdex-numbers are nowhere 
l)uilt up from all prices, bnt only from certain sample prices. It 
follows that tlie figures in the table, while professing to refer 
to all internal and external prices, in fact only n*fer to samples 
of these prices. Wherever the sam])le is affected differently from 
the whole collection of whicli it is a sample, these figures falsify 
the facts. That this point is vei*y important can l>e shown by a 
simple experiment. In the tables prepared by the Secretariat 
of the Ijeague of Nations the index-number used for America 
is the Bureau of Tjabour’s index-number, and for the United 
Kingdom the StatifiVs index-number. But for the United States 
there is also published “ Brad street s ’’ index-number, and for 
the United Kingdom the Board of Trade index-number and the 
J^^jcoiiowist index-number. Tn the table below I have constructed, 
with 1913 as base ix?riod, an index-number of the relative price 
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movements in “Bnreaii of Labour” America and “Bradstreet” 
America, and in Statist England and Board of Trade England, 
on the pattern of the index-numbers of relative price movements 
in Bureau of Labour Anunica and Statist England sliown in the 
table printed on p. 463. It will be seen that the variations from 
100 in this second table arc sometimes very great. Plainly, 
however, they cannot be the result of any real cause, for the 
two Americas are identical, as are also the two Englands. They 
represent nothing whatever except “errors” of sampling. They 
are, in short, fictitious. In view of their magnitude, we are bound 
to recognise that a large part of the divergencies in the main table 
may be fictitious also. This cautious attitude is strengthened 
by a more direct test. If in calculating the main table the Brad- 
street index-number had been used instead of the Labour 
Bureau’s the hjuglish figure for May, 10*20, would have been 
lowered from 111 to 86, the French figure from 114 to 80, and 
the Italian figure from 184 to 104. It is true that the dis(Te[)ancy 
between the two .American index-numbers has only recently 
become very marked, but the fact that so startling a divergence 
between the teaching of one index-number and the t(‘aching of 
another has been discovered even on a single occasion makes it 
plain that, for a short period, th(.‘ div(*rgen(!e of either of the 
index numliers from Ihe truth may l)o very wide. Jt follows 
that only those figures in the main table that differ widely from 
100 can safely be regarded as “significant.” We may nioperlv 
infer from these samjde figures that, if the true figures were avail- 
able, they would, during the six or nine months following the 
Armistice, be substantially under 100 for France and Sweden ; 
th%t during the first four or five months of tlie curnMit year they 
would be substantially over iOO for Erance* and, still more 
decddedly, for Italy ; and, more generally, that alike in the United 
Kingdom, Erance, Italy, and Sweden after the first quarter of 
1919, external prices wemt on rising for the best f)art of a year 
relatively to internal prices, and have since somewhat relapsed. 
A rise in external prices is, of course, the same thing as a fall 
in external purchasing power. For the broad movement which 
Table I. indicates it is })roposed in 11 h' following pages to seek 
an explanation. 

At the outset something should be said generally of the doctrine 
of purchasing-power parities. TJie basis of this doctrine is that, 
in ordinary conditions of trade equilibrium, Englishmen cannot 
be getting different quantities of sterling per unit for the same 
commodities as sold in England and as sold, allowance being 
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Table II. 


Ratio op Price-s in Hkadstreet America and Bureau or Labour 
America, and or Prices in Board op Trade Encland and 
“Statist” Enoland; the Ratio in 1913, being Represknted 
BY 100. 
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made for transport charges and any tax(*s that may fall for pay- 
ment, in America. From this it follows that, if there wore no 
transport charges, etc., the external and the internal purchasing 
power of sterling in respect of goods enfering into international 
trade must always, in I'qiiilibrium, be equal. It does not follow 
that external and internal purchasing jxiwer, interpreted gener- 
ally, so as to take account of non-traded goods in tlie two coun- 
tries as well as of traded goods, must he equal. Xevertheless, 
even for purchasing power in this wide sense, a number of 
important propositions can be laid down. First, given the ratio 
betw’eeii the external and the internal purchasing power of sterling 
in some base period, if charges or taxes are inqiosed or increased 
on goods sent from I'mgland to America— for simplicity we ignore 
three-cornered trade — and on goods sent from America to England 
in equal measure, the ratio between the external and internal 
purchasing power of sterling will remain unaltered : for, while 
the external purchasing power in respect of l^ritish goods in 
America is diminished, the internal })urcliasing power in res^ject 
of American goods in England is diminished correspojulingly. 
Secondly, for the same reason, if any cause, such as an altera- 
tion in comparative productive efficiency or in comparative 
demand, alters the relative values of the things England imports 
and the things she ex^xirts*, and no other change occurs, the 
external and internal qiurchasing powers of sterling will remain 
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unaltered. This would be so under (!onditions of unimpeded 
trade, even though the volume of English export goods was 
reduced to very small dimensions, provided only that the prices 
of these export goods entered into the index-numbers of both 
England and America. Thirdly, if a tax is imposed on goods 
entering America from England, and no corres]x>nding tax is 
imposed on goods entering England from Aiiu*rica, English goods 
will rise in price in America relatively to England, and no corre- 
sponding change will take place in American goods. Conse- 
quently, the external piindiasing power of sterling will be reduced 
relatively to the internal purchasing power. The same result 
evidently follows if a subsidy is accorded to cheapen American 
goods coming into England. Fourthly, if the imports of n country 
are of such a sort that transj^ort charges play a large part in 
their value, while the exports are of such a sort that these charges 
play only a small ])art, a general rise in trans[x>rt charges will 
lower the external relatively to the internal juirchasing power 
of the country’s currency. Thus, in so far as France’s exports 
are chiefly luxuries of high value in small bulk and her imports 
mass goods, a rise in freight might he expected to lower the 
external relatively to the internal purchasing ])ower f)f the franc. 
Finally, if the stcTling prices of non-traded goods in America 
rise for any reason relatively to the sterling ])rices of non-traded 
goods in h’jngland, the external ])ur<*ha.sing power of stcuding will 
fall relatively to the internal purchasing power, witliout any lapse 
of equilibrium — except ultimately nndei- conditions of universal 
constant returns — being involved. This general analysis alfonls 
a key to our present more special problem.* 

Under the stress of war the (loveniinents of all the l^uropean 
belligerents were forc(al to help out their tinance by creating bank 
credits, the ex])en(liture of which at once raised ])rices and made 
necessary a great exj)ansion of currency to support I hem. With 
the export of gold l)a.nned, whether by the fear of submarines 
or by law, and with paper money reiuUMed for practical purposes 

^ The results of the text are stateil in a gorioral form lliat i-? only exai*tly 
valid upon the assumption that tho prioo index numbers «•mploy^d are oonstrucled 
in such a way as to give equal weight to import goods aiid export goods. Jf ihe 
only English exports were coal and this exchanged abroad for a hundred different 
sorts of imports, all of which were reekoned as of equal weight wit h coal in both 
tho English and foreign index numbers, a 10 per cent, foreign tax on all imports 
plus a 10 per cent. English tax on all imports would involve a largo rise in the 
external relatively to tho internal purchasing power of sterling as deduced from 
these index numbers. In like manner, a general rise of freight would not neces- 
sarily make tho internal purchasing power of sterling fall relatively to tho external 
purchasing power, even though all our imports wore luxuries, in the value of 
which transport charges played a very small part. 



1920] 


SOME PROBLEMS OF FOREIGN EXCHANGE 


465 


inconvertible, the normal automatic checks on this process could 
not operate. There was nothing, therefore, but the self-restraint 
of the Governments themselves to prevent an indefinite expan- 
sion. In this matter the various Governments went to different 
lengths. All of them, howevei*, indulged in credit and currency 
expansion to an extent that caused their domestic price-levels, 
as againfiit 1013, to rise in a substantially higher proportion than 
the i)rice-level of the United States. In normal conditions a 
change of this kind, brought about by credit and currency move- 
ments, would immediately bo followed by a fall in the rate at 
which the currency of the high-priced country exchanged for the 
currency of the low-priced country. Thus, if American prices 
remained constant and sterling ])rices doubled, an American 
giving half as many dollars as before for sterling would still gel 
the same quantity of English goods; while an Englishman, in 
order to give twice as much sterling as before for dollars, would 
only have to sacrifice', the same quantity of English goods. The 
fall in exchange would normally be carried just far enough to 
balance the discrepancy between the. ])ric(' movements in the tw’o 
countries. It follows that such dis<*repancv, brought aboijt by 
credit and currency caus(*s, conid not affect the relation between 
the external and internal purcliasing j^owors of the currency of 
either country. 

The movement of credit and ciirr(‘n<*v in European belligerent 
countries during the war and the period siicc(‘eding it w’as, how'- 
ever, conducted in luiciiliar conditions and with an abnormal 
accompaniment. Down to about ^farch, the exchanges of 
the United Kingdom, Erance and Italy with the United States 
were “pegged.*’ The Govornmmts of these countries found it 
(luite irn|X)ssil)le to meet the obligations arising out of their huge 
American purchases by buying dollar hills for Enro]-)ean export. 
I'he supply of these hills was nllogt'llaM’ inadequate. Nor could 
they rely on the ex|K)rt of gold, l)e<*anse, had they attempted to 
remit the balance in this way, the whole of their store would 
have been used up and a huge tleiicit would still have remained. 
Consequently, they arranged to satisfy their need for American 
dollars by organising the export of such securities held by their 
citizens as w’ere saleable in America, and by contracting loans 
with American firms, and, after tlie entry of the United States 
into the war, \vitli the American Government. These arrange- 
ments did not, indeed, of themselves involve any absolute pegging 
of the Exchange. But the .British Government adopted, partly 
on political grounds, the further |x)licy of offering its borrowed 
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dollars against sterling at the rate of 4*76 dollars to the £. The 
result was that private persons having claims to dollars could 
never sell them, whatever the trade and price position, on better 
terms than this. The British Exchange was thus pegged abso- 
lutely by Government action; and a similar, though less com- 
pletely effective, policy was pursued by the other Allied Govern- 
ments. Even for the United Kingdom the pegging was not 
exactly at the ]X)int of pre-war parity, but it was only a trifle 
below this. 

Now, had pegging taken the form of a mere Government 
decree forbidding sterling and dollars to be exchanged at a worse 
rate than 4*76, it seems plain that no real effect, whether upon 
the relation between internal and external purchasing power or 
upon anything else, could bav(^ taken place. The decree would 
verj' quickly have been masked or evaded. But pegging was 
something much more than a mere deen'e. It involved the 
creation in indefinite quantities of real objects acceptable to 
America, namely, the promises of European Governments, which 
could be ofi'ered in purchase of American goods. In these cir- 
cumstances the addition of a policy of pegging to the practice of 
credit and currency expansion alters the character of the problem 
and makes further analysis necessary. As before, let us suppose 
American prices to be unaltered and English price-levels to be 
doubled. With the New York Exchange pegged at the old parity, 
Americans sending goods to hnigland could get double as many 
dollars as they could g(‘t by selling them in America; while 
Englishmen sending goods to America could only get half as 
much sterling as by selling them in hbigland. There would, 
therefore, be an enormous stimulus to the export of American 
goods to England and a corresponding check on the export of 
English goods to America. Both English and American export- 
able goods w*ould become short in America and abundant in 
England. The prices of both would, therefore, rise in America 
and fall here. This process would continue until the abnormal 
stimulus to American exportation and the abnormal check on 
British exportation w\as eliminated; that is to say, until the 
dollars obtainable by selling exfx)rtal)le American goods for 
sterling in England and converting the sterling became again 
equal to that obtainable by selling them direct for dollars in 
America ; and similarly with the sterling obtainable by selling 
exportable British goods. This means that, so far as the export- 
able goods of the two countries are comerned, the original relation 
between external and internal purchasing power alike of American 
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and of British currency would be restored. It does not, however, 
follow that the pre-war relation between the external and internal 
purchasing powers of European currency m terms of all sorts 
of goods, including those which do not enter into international 
trade, would be restored. No direct influence is called into play 
to modify the jirices of non-traded goods. Then' is, of course, an 
indirect influence. The forcing of American effort into export in- 
dustries involves the withdrawal of resources from other American 
industries, and so a rise in the dollar prices of the things these 
industries make. But, in so far as the ex[)ort industries are 
conducted under conditions of diminishing returjis, there is no 
lendency, even from the point of view of a long period, for prices 
to rise as much in the other industries as tliey rise in these. 
]<^rom the point of view of a short period, tlie actual transfer of 
resources from other industries to the export industries will be 
less than the transfer that ultimately tends to come about, and 
the rise of dollar prices in these other industries will be affected 
correspondingly less. It follows that, as a result of credit and 
currency expansion in Europe, coupled with a policy of jx^gging, 
the external purchasing power of European currencu‘s in terms 
of American non-traded goods will fall less than their internal 
purchasing power in terms of l^uropean non-traded goods. This 
implies that the external purchasing power ot these currei\cies in 
terms of goods in general will rise relatively to their internal 
purchasing tx>wer in terms of goods in general. On these lines 
a part of the change, as from 1913, in the Jatio between tho 
external and internal purchasing powers of l^iiropean currencies 
that took place during the war and tlie period immediately 
following it can be explained in full accordance with the doctrine 
of i)urchasing-tx)wer parities. 

^riiere was, however, also another factor at work, lliis doc- 
trine, as has been indicated above, is based on the proposition 
that, in conditions of ecpnlibrium, people will Jiot sell abroad 
jit a different profit from that obtainable by selling the same 
tilings at home. When this proixisition does not hold, the sterling 
price even of tradeable g(X)ds in America may be below the sterling 
price of the same goods — allowance being made for cost of 
carriage, etc.— in Europe. In the war and post-Armistice period 
the proposition did not hold — at all events it did not hold fully. 
For the restrictions on importation impos^'d by European govern- 
ments in consequence of the shortage of transjxirt rendered it 
im]X)ssible for private traders to take advantage to more than a 
very small extent of the opportunities for profit open to them 
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by selling American goods on private account in Europe. France’s 
external prices in francs were abnormally low relatively to her 
internal prices ; but Frenchmen could not in practice buy things at 
these external prices, and so the influences which ordinarily 
would have prevential them from remaining abnormally low were 
unable to operate, l^his failure of equilibrium made it possible 
for the rise in external, relatively to internal, purchasing power 
of European currencies to be carried further than the influences 
discussed in the preceding paragraphs w^ould of themselves have 
carried them, in conjunction with these influences it probably 
explains the main part of the actual fall which our Table I. 
suggests took place. 

When the )X)licy of pegging was abandoned — about Marcli, 
1919 — the external pundiasing f>ower of the principal iMiropean 
currencies fell heavily relatively to tlieir internal purchasing 
power. A swing-back sufficient to restore the 1913 ratio would 
have excited no surprise. But the luitual swing, if the figures 
of our table are to be trusted at all, was much larger than this. 
In Italy and France, and probably in the Ignited Kingdom, the 
external purchasing power of the currency instead of being sub- 
stantially higher relatively to the internal ))iivchasing power as 
compared with the ]ire-war period, hceaTne for many months 
substantially lower. Why and Jiow did tliis f laic of tilings come 
about? 

in the period that followed unpegging Europe w^as still buying 
from America an enormously greater quantity of goods and ser- 
vices than it was selling to her, or could pay for out of interest 
accruing in America to its citizens. The United liingdoin, 
indeed, soon attained, on the face of the trade and shipping 
figures, a fairly strong position, and, had her exports all been 
used to pay for her imports, she need not perhaps have had great 
difficulty in finding a sufficiency of dollars. But in point of fact 
a great deal of her exjiorts appear to have been sold oi\ long 
credits to the Uontinent or to have been taken up in providing 
various sorts of private loans to foreigners, so that they were 
not available for buying dollars cither directly or indirectly. 
Against France and Italy the balance of trade was much more 
seriously adverse. There w^re, of course, still available, to throw 
into the gap, private holdings of securities which Americans were 
willing to buy and the sale of whicli prevented the Exchanges 
from moving so largely against Europe as they would otherwise 
have done. British holdings of dollar securities had, indeed, 
been much depleted during the war, and Italy’s holding was never 
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large. But Brarice seems to liave bwui able to sell a fair amount. 
Tn spite, however, of these palliatives, l^hiropean im|K)rterR of 
American goods, no longer able to rely on an indefinite quantity 
of dollars borrowed for them and ])laeed at their disposal at a 
fixed rate by Kuropean (lovcrnments, and still prevented by 
embargoes from exporting gold, experienced great difficulty in 
finding enough of these dollars to meet the obligations they were 
incurring in the course of trade. This cause alone necessarily 
tondod to drive hiXchange rates down, and when, as happened 
from time to time, specially large dollar claims fell due for 
payment, the tendency gathered strength. 

Moreover, the immediate trade position was not the only 
influence making for a fall in the Kurotiean Excha-nges. Foreign 
currencies are not purchased only to furnish means of payment 
for foreign goods. They .are also purchased to be bold as balances 
in foreign banks with tlie ohjc'ct of facilitating trade and, per- 
haps, of casing interest, if it is tiiought that European Govern- 
ments are going to be forced, in order to finance their expenditure, 
to expand credit and ciirr<*ncy more than the American Govern- 
ment is likely to do, America will anticipate, as a consequence 
of this, a further fait iii the hhiro|>can exchanges. Such an 
jmticipation involves the fear tluit lialances held in European 
currencies will shortly be worth less dollars than they are worth 
now, and so tends to bring about tlieir withdrawal. The call 
for dollars to alTect the witlidrawal forces down the European 
exchanges. I’hus, the expected effect of future currency expan- 
sion in J^iUro|)e is disi’ounted ii^ a present ])rice in dollars in terms 
of ]Miro]>oan currencies, 'rherc can be little doubt that this class 
of influence lielped substantially to depress the dollar value of 
lire and francs during the first part of 1920. The comparative 
imj^ortance of tlie part jdayed by it, as compared with that played 
by the trade position, cannot, of course, be determined. All we 
can say is that the two infliumces combined were responsible for 
driving down the dollar value of the lira and the franc to an extent 
that made tlie I'xternal purchasing power of these monetary units 
substantially lower, as coinjiared with 1913, than their internal 
purchasing powers. 

The situation that exisled in the days of pegging was thus 
reversed. According to tlie doctrine of purchasing- power parities 
equilibrating forces must, thereupon, have come into play, pulling 
back the ratio between the external and internal purchasing 
powers, in terim of traded good^, of the currencies affected tow^ards 
the pre-war level. But, as before, there would be no tendency 
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for the prices of non-traded g(X)ds to be adjustc<l quickly, or, 
indeed, to be fully adjusted even ultimately. Consequently, the 
depression of the European exchanges since pegging was aban- 
doned is a true cause, even though there were no failure in 
equilibrium, making for a fall in the ratio of the external to the 
internal jnirchasing powers of lire, francs and sterling in iernm 
of goods in general below the V.)]3 level. Again, as before, this 
true cause was fortified by certain influences which prevented 
the equilibrating tendencies i>ostulated in the docirinc of pnr- 
chasing-jxDwer parities from working themselves out. Allowance 
being made for cost of carriage, that doctrine presumes that 
traded goods will sell at the same price in any currency wherever 
they are sold. Several European Governments have, however, 
“controlled “ the liome prices of their country’s produce and have 
limited ex(X)rtation in such a way as to cause the external prices 
of their products to exceed the internal ]>ric('s more than they 
normally should do. This type of policy involves a relative rise 
in the external, as compared with the internal, purchasing power 
of their currencies. It thus appears that the same general type 
of analysis that was applied to the problems presented l)y the 
pegging period also yields at least a i)artial solution of those that 
emerged in the months that followed unpegging. 

The })receding discussion suggests that at the present time 
the external juirchasing power of hhiropean currencies would he 
raised relatively to llieir internal ])urchasing powc'r hy anything 
that improved the rates of excliango. At first sight it might bp 
thought that we ought not to include in “anything” a policy of 
reducing credits and currency. Vor this policy would prim/i 
facie imjirove the exchange and lower internal prices in exactly 
equal pro{)ortiofis, and, if this happened, the ratio between 
internal and external [)urehasing j)owers would be unchangi^. 
In existing circumstances, liow^ever, it is probable that for Enro- 
|>ean countries to adopt a “sound ” currency f)olicy would increase 
foreign confidence in the future of their money, and would, tliere- 
fore, in fact, improve exchange somewhat rnoie than it lowered 
internal prices. This would involve a rise in the external 
relatively to the internal purchasing power of tlieir currencies. 

Of greater practical interest are devices for iini)roving the 
exchange by lowering the demand for dollar bills and increasing 
the supply of sterling or other European bills. These have 
assumed two principal forms, according as they aim at cutting 
down the volume of relatively unnecessary imports or at pre- 
venting resources, which might have been sent to pay for imports, 
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from being turned into foreign capital investments. The methods 
by which these ends have been soiight are various. They are 
described at length in the volume of the Tjcague of Nations j)apcrs 
prepared for the Brussels Financial Conference entitled Exchamjr 
Control. Sometimes there are direct prohibitions against certain 
classes of imports and against the export of capital generally. 
But, as a rule, it is also found necessary to adopt other measures 
with a view to preventing evasion of tliese proliibitions. Tlius, 
exporters of goods or securities are compelled to hand over the 
pro(jeeds of their sales in foreign currency to a central cxcliange 
institution, which, in turn, sells exchange to importers of yKir- 
mitted imports. Unless some arrangement of this kind is made, 
it is impossible to ensure that the proc(HHls of export or security 
sales will not, in otk^ way or another, come to be invested abroad. 
It should be observed that, while a ])olicy ol' stopping the ex]K)rt of 
capital must, if successful, improve the cnrreid, though not neces- 
sarily the ultimate trade balance, a policy of restricting im])orts 
may in conceivable, though improbable, conditions dc'feat itself, by 
causing resources to be withdrawn from the mamifacture of export 
goods, in order to make substitutes for the (‘xtrudt'd im|K)rts, to 
such an extent that the export side of the trade balance is lowered 
more than the im|)ort side. This, however, is a secondary point. 
The essential thing is that, in so far as measures aimed at 
improving the balance of trad(' do accomplish that object, they 
involve an improvement in the dollar exchange with Europe. 
This improvement is important chielly because, when brought 
about in the above way, it carries with it an improvement in 
the real ratio of i}iirr(‘Jniiifjr between luiropean and American 
goods, or, in other words, a. h'ssening of the real cost to Europe 
in exports of tho.se e.ss(*ntial imports which she must contiiiue 
to take.^ Since, however, it also means a fall in tlie sterling, franc, 

^ U the n-ul rati<i uf interchaiigo bt^tweeii American export goods and European 
export goods alters in a given Jiianner, this ini])lies tliat. the ratio between tho 
sterling prices of Ainericaii exi)ort gootis and of those European ex]3ort goods 
that are wholly niatle up out of European materials will undergo an exactly 
corresponding alteration. It does not, however, imply this of those European 
export goods that are made with the help of imported materials or machines. 
Thus, if tho real ratio of iiitei-ehango between Franeo and England alters in such a 
way that two units of pure French ])roduee are required to buy the English stuff 
that ono unit used to buy, thou the number of units of French produce, whoso 
value is made up to tho extent of one quarter of imported coal, that will bo 
required to buy ono unit of English stuff, will be ono and three quarter times 
as mucli as before. Ditliculties arising out. of this consideration, iis well as 
other difficulties, would seriously hamper any attempt to determine statistically, 
by a comparative study of tho quantitias and values of various dosses of imports 
®*id exports, how tho real ratio of inierehango betwTon British and foreign 
produce has changed ^inee before tho war. * Novortheless, an enquiry on these 
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or lira prices of non-traded American goods relatively to non-traded 
European goods, it should at the same time raise the ratio of 
the external to the internal purchasing power of European 
currencies as defined for the purposes of this article. 

A. C. PiGOU 

lines would be well worth underiakiiig. Obviously the real rate of interchange 
is quite a different thing both from the rate of exchange and from the ratio be- 
tween the internal and the external purchasing power of a country’s currency. 



THE SETiLlNG AND EINANCING OF THE AMERICAN 
COTTON CROP 


It may not he out ol‘ place by way of ])refacc to make some 
observations on the world’s cotton crop. Ih'obably about 2o 
million bales of 500 lb. arc produced annually, the Lnitcd States’ 
<*ontribulion boin^^ between 50 and 60 per cent, normally of this 
total, India’s share bein^ about 20 per cent., China’s about 
15 per cent., and l^jgypt’s about 5 per cent. 

The annual value of the United States’ crop, for the last few 
years, of raw cotton grown in that country is probably some- 
where about ±‘650,000,000 to ±675,000,000 in gold dollar value 
(1016, $1,866,240,000; 1010, $1,710,715,068), about half the 
croj) (6,000,000 bales, 1018-40; 6,100,000, 1010 20), being con- 
sumed in the United States, (Ircat Britain and the Continent, etc., 
taking the other half (Great Britain, 1018 40, 2,650,000 ; 1010 20, 
6,000,000; (V)ntinent, etc., 1018 19, 2,800,000; 1910-20, 

6,400,000). 

The last big cr()[) in the United States occurred in 1014-45 — 
about 161 million bales. Since then the annual yield has been 
round about 12 million bales, although the final yields are 
mostly in excess of the estimates. The proverbial optimism 
of the Ameri(‘an appears to cva|)orate altogether when he makes 
his annual summer estimates of what the American cotton crop 
will produce. 

Our imj^orts and exiH)rts of cotton (from and to all countries) 

■ 1918. 1919. 1920. 

Valiio of Jiiiporls . £l.'50 million.^ £190 inillioiiy £250 millions 

., Exports . £1S0 ,, £251 ,, £4.10 ,, 

E\fi*ss vjvluo of Expeirts . £30 £91 

(Notn.— 'rho ligures for 1920 mo osl iiiiati d.) 


Our imports of cotton were : — 


1918. 

From V.i>. 

1919. 

£95 millions 

£125 miUiou.s 

1918. 

From Hrithh Sources. 

1919. 

£50 millions 

£.57 millions 

1918. 

Forriifu Soiiras othtr thuu 

1919. 

£5 millions 

£8 millions 


* Eiglit mouths only. 


1920.* 

£128 millions 
1920.* 

£58 millions 

1920.* 
£14 millions 

K K 
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It will be seen that two-thirds of the total cost of our raw 
cotton imix)rts goes to the United States; it is also estimated 
that about 75 per cent, of the output of cotton mills in Great 
Britain is exported, leaving the balance for domestic con- 
sumption. More than 600,000 people are actually engaged in 
this country in the spinning and weaving of cloth, the number 
of our population de-irendent on the cotton trade being believed 
to be over three millions. This year about one-third in money 
value of our total exports will come from the cotton industry. 

Our manufactured and partly manufactured exports in lOliO 
for eight months, compared with 1919 for a similar period, have 
about doubled in money value — ^£740 millions versus 1:1185 millions 
— and it may be fairly assumed that as we pay mon; promptly for 
our imports than we obtain payment for our exports, the effect 
of this on credit expansion must be very considerable, and to 
some degree explains the restrictions that the banks are now- 
compelled to impose on further demands for fresh credit faciliti(*s 
from their customers. 

Sir Charles Macara, in a letter on August 21 tb to the British 
Empire Review, in emphasising the bearing on production of 
the cotton operatives’ shorter hours and the large amount of 
cotton machinery that is idle in the world from various causes, 
stated that raw cotton material takes six, nine, twelve njonths, 
and even longer, to pass through tb(» numerous ])rocesses before 
the current stock of manufactured goods is iiu'reased. Tn 1919 
the production of cotton cloth was only ^ million yanls as 
against over 7 million yards in 1918, whereas tin* actual money 
value of the cloth manufactured in 1919 was approximately double 
that of 1913. Slow' production and high )>rices tii‘ up banking 
credits, and if, added to these factors, manufactured goods them- 
selves do not go into quick consumption, the burden on banking 
credits is obvious and may become unbearable sooner or later. 

Eussia is probably the only important cotton-growing area 
(1,300,000 bales in 1911-15) which is not growing this crop now 
to the same extent as in pre-war times, but that fact will only 
increase her present domestic misery, as she was formerly a large 
imi)orter also. With a carry-over in America this season of alxjni 
7 million (6,800,000) bales old crop, and with tlic largest new 
American crop in sight (13 million bales or more) since 1911, 
and no evidence of short cotton crops in other countries, it is 
hard to believti that there is not enough of raw cotton in existence 
to more than satisfy the world’s present demands. 
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Financing and Selling in the United States. 

It may not be inappropriate before sketching out how cx>tton 
is financed and sold in the United States to quote here what 
occurred in Septemlier last when a deputation from the American 
Cotton Association met the Governor of the Federal Reserve 
Board to secure a definite understanding as to the Board’s atti- 
tude in regard to the financing of the cotton crop — a request 
being also made for credit assistance from the Board for 
$500,000,000 against five million bales at 20 cents a |)ound, in 
order to provide for the orderly marketing of the cotton crop 
(luring the coming winter. The Ocjvernor replied : “I don’t 
think you will work out the situation by demanding any more 
extension of loans than is now going on. I think the thing you 
gentlemen should do is to go back horiH^, tell your peopU' to quit 
lalking calamity, and make the best of a bad situation. You 
want $500,000,000 more on cottoji loans; if the Board would 
undertake to find credits for all agricultural products, it would 
take about three thousand million dollars a-dditional in loans. We 
have shown our good faith in taking money from the Kast and 
putting it in the South, but the time has got to come when they 
will want their money back. You have got a. ])roblem here in 
your low-gi'a^h' cotton ” (he was apparently refening to the carry- 
over of (5,800, OOO bales)--“l think that is your main problem, 
hooking at the thing Imjadly, it seems to me that you should 
get it into your heads that it is not the Board’s business to deal 
in prices. If we made the loans you ask for, besides being a 
serious drain u|>on the* Federal system, it would have an effect 
oil wages.” 

American middling cotton on July 31st last was 43.75 cents, 
on September lOth it was 32.25 cents ]H*r lb., by October 11th 
the (piotation had fallen to 23 cents, so it is obvious that the 
(fovernor's advice had sonu* material effect on th(.‘ price of raw 
cotton. 

In August a Ckinvention of the American Colton Association 
at Montgomery (Ala.) ajiproved a recommendation that the mini- 
mum price for cotton up to Xovember 1st should be 40 cents 
per lb.; increasing 1 cent monthly therealter till the entire crop 
had been marketed. Uejxirts are ajipearing in the Press from 
time to time that the cost of cotton ju'odiiction is between 35 
and 43 cents per lb. This is .surely pro[)aganda. Eectmtly an 
American international banker — from New Orleans, whose bank- 
ing career had been largely syient in that cotton centre gaive it 
as his opinion that, after making full allow’ance for the high 
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cost of labour in the South to-day, and for everything else, the 
actual coat of production might truly be described as around 
20 cents, or about half the amount claimed. 

The cotton surplus already mentioned as carried over from 
last season, plus thirtc'en million bales of new crop, with a poor 
demand for the raw material, cither in the I’nited States or 
elsewhere, makes a holding up campaign beyond the power ot 
even big America. 

One can form some i<lea from these comments of the magni- 
tude of tile banking credit necessary to finance I lie raw material 
where it is grown, and the further immense credits that have 
to be found in America and abroad duritig the period cov(‘ring 
its manufacture into cloth. 

Credit is utilised from the time the s('ed is |)Ianted. ^.Ihe 
American cotton farmer generally makes a good living nowadays 
— but not much more — from his occuj>ation. A fair proportion 
own their farms, the majority prol)al)ly rent them from the great 
plantation owners and syndicates. Only a small niiniber can 
carry through on tluh’ awn resources from seed-tinu' till tlic crop 
is picked. The country storekeeper, in return for a lien on the 
crop, allows the fanner credit at liis store, and this is .redeemed 
when the cotton is taken over by the storekeeper at liarvest-tijiK*. 
]f there is a surplus to the' farmer’s credit, after interest, etc., 
is allowed for — on the accommodation given — he then gets it. 
The country storekce[H*r is usually in the employment of a local 
cotton factor, or he mav be the local agent of tlie proprietors 
of the larger plantations ulio rerit tlie.se out in small sections. 
The proprietors of the large plantations are mostly substantial 
men with means, whos(‘ credit is good, and any fnrtber financial 
assistance needed during the growing season they can ordinarilv 
obtain by l)orr()wing on their promissory notes from bill brokers 
or bankers. 

The cotton factors are really the commercial hankei s f)f I lie 
industry, and they are nsnally alliliated with some large bank, 
on whom they c«in rely for additional credits during the heavy 
seasonal pressure. 

When the cotton reaches the giii or compre.ss, gin receijits or 
compress receipts come into existence, and these arc used as 
collateral l)y the buyers, who borrow from the local banks in 
order to ])ay cash to the growers. The loans made by lcK*al banks 
are repaid when the exchange of these receipts into inland bills 
of lading is effected. The ladings are then attached to drafts 
drawn on the buyers’ agent or the buyers’ head office in America. 
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If the cotton is sold abroad, the local banker exchanges the 
gin or compress receipts for through or port bills of lading, and 
attaches these to a foreign bill of exchange, which, if he deals 
in foreign exchanges, he may buy himself and transmit to 
Plurope, or send the exchange to New York, or other American 
city with a foreign exchange market, for sale and credit at 
current rates. 

Usually these Southern banks are large borrowers from the 
New York banks during the cotton season, and the New York 
banks transacting foreign exchange business are naturally anxious 
to make such loans to the Southern banks, since for these they 
obtain good interest rates, and, in addition, from the same 
borrowers, large supplies of foreign exchanges, the proceeds of 
which are often used to repay these loans. This may be 
described as intensive hanking for the lenders, who secure two 
profits where only one is ordinarily obtainable. 

The concentration of sterling cotton bills through one or two 
American banks in London during the last ten or fifteen years 
has been largely built up by the intimate ass<x*iations that now 
exist between the big New' York de|X)sit hanking institutions 
possessing foreign offices and the Southern banks. 

The financing of cotton in America — and perliaps in the 
future in Europe as well of the ex|>orted cotton— lies in the hands 
of these powerful American banks, should Ami'rica be able to pro- 
vide a cheaper supply of credit for financing these cotton exjxirts 
in the iin}X)rtiiig countries than these countries can themselves. 

It was on the free conver.sion of credits into gold and low 
and stable discount rates that we built up the London acceptance 
business — without either, can we confidently exi}ect to retain 
the financing here of our iiniKnts of American cotton, which 
financing naturally lies within America’s grasp if her domestic 
money conditions are sulficiimtly favourable? .America’s financ- 
ing of our cotton im2)orts under fhe.‘^e (‘onditions would be profit- 
able to Lanca.shire, although depriving Lombard Street of a large 
part of its sup]>ly of the finest bank paper aiid tlie clearing banks 
of their relative acceptance commissions. 

Exchange. 

Liverpool buys cotton in sterling at so much pence per lb. 
c.i.f. This means that the dollar exchange value of the pound 
sterling is also included in Ihe “all-in ” sterling 2)rice asked for 
the cotton by the American seller. In other words, the American 
seller takes the risk of getting his anticipated dollar price for the 
cotton sterling price he makes, and with this aspect of his sale 
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the Tjivcrpool buyer lias no direct concern. When a Liverpool 
buyer buys either for spot or future delivery he immediately 
cables his American seller how the reimbursement is to be 
effected. This reimbursement is almost alw^ays done by sixty 
days’ sight drafts — occasionally ninety days — on the best English 
banks, accompanied by bills of lading and certificates of insurance 
for the cotton, wdiich sterling exchange the American seller 
promptly j)laces with an American exchange bank for sjiot or 
forward delivery, thus eliminating, so far as the seller is con- 
cerned, the factor of exchange risk. Jn computing the price of 
the cotton oifered abroad in a foreign currency, the American 
seller has, of course, to make sure that he has an American 
ex<*Jiange bank ready to pay to him the dollar price he expects 
for his exchange, if his ])rospectiv(‘ foreign buyer of the cotton 
accepts, otherwise the transaction might result in a loss through 
de]U’eciation meantime of the foreign cuiTency in which he 
oifered to sell. 

The Xew York (‘xchange market is very higldy organised and 
eflicient nowadays, and generally close ])rices are given to real 
traders for s]>ot and future deliveries of sterling (exchange, which 
enable these exporters to consummate tlicnr international sales 
on keen terms with little risk to them of exchange loss. 

This is particularly true as regards the cotton trade, for as 
those sterling exports from Americ.'a are financed by clearing 
bank drafts, tin; relative credit risk to the American exchange 
banks on such prime acceptors is juactically a negligible one. 
Th.e actual risk the American exchange banks really run, until 
acceptance is secured, is a short and moral orie on the Am(‘rican 
cotton drawers, the drafts being accompanied until accepted by 
the drawee banks by shipping documents for the cotton drawn 
against. 

Generally, tlie hig American exchange banks keep a squaiv 
hook on future deliveries, and the remuneration they re(juire for 
such high-class business i.s a trifling preniiuni ndative to the 
small risk involved. 

Were the American cotton sellers unwilling to sell in sterling 
— for since the war they have refused to sell in b’rencli and r3el- 
gian francs and in other I^uropean currencies, more uncertain and 
more depreciated than sterling — and exacted ])ayment in dollars, 
it would then devolve upon Liverpool importers to furnish dollar 
payments to meet tluiir purchases. 

Ijiverpool cotton ])eo])le have* so long been accu.stomed 
to buy in sterling that they do not seem anxious at j)resent to 
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consider any change, and uso far the American cotton exporters 
have not asked for a dollar price in place of a sterling one. 

But if it should happen that the New York money market 
became so much cheaper than ours for financing American cotton 
imported here, then dollar credits would become more attractive 
to Ijiver[X)ol than sterling credits, and eventually lead to the 
purchase of cotton in dollars by LiverjKK)!, tluis throwing tlit‘ 
exchange covering of theses purchases and of any dollar credits 
granted upon this side of the Atlantic. 


Futcres. 

On the subject of futures the following <jii(‘slions have been 
asked : — 

(1) Does the grower of cotton ordinarily cover himself by a 
sale of futures? 

(12) Does the American factor or nuM'chaiit do so? 

(3) Does the ultimate* <‘otton goods’ buying merchant al home 
or abroad who buys such goods for delivery months after his 
ordering them cover himself by selling futures of raw cotton? 

The broad answer’s to (piestions Nos. (I) and (3) are in the 
negative, to No. (*2) in the ariirmative. Ordinary cotton farini*rs 
are like other fanners, generally men with little or no caj)ital, 
and who tlierefon* are not in a. position to find any additional 
money to j)ay dilTerences that might he <-alled for on sales of 
futures, eveu though such dilTerences were re]>resented by the 
increased value of tlu‘ir actual crop. 

Supposing they had the means or (he credit to enable them 
to operate in fiitun's, they probably liavo not the skill and 
knowledge to protect themselves through this channel. 

.Beskles, cotton farmers are lu'arly always bullish, and un- 
likely to sell forward at a disi-ount on s[X)t quotations— and 
especially l)efore they know what their crops are actually going 
to be. Slumps in jiricc* usually take place when the size of the 
crop has become <*()miiu)n knowleilge : then the tendency of the 
producer when the crop is large is to ex|H'(!t better prices by 
holding olT selling, unless there is someone in a position to sell 
him out, which probably is what most often happens. 

The ultimate buying merchant of cotton piece goods relies 
mainly on his local iniirki't to j)ay him the pri<*e at winch he 
bought the goods forward. He would, in most cases, be dis- 
inclined to hedge on raw cotton as this might <*ntail his finding 
fresh capital to finance his purchased goods before these were 
under his control and could be used as collateral for borrowing 
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the additional money required. If the ultimate buying merchant 
were in a silver-using country, he might use the silver futures 
market for hedging his purchases, but the same possibility of 
having to provide further money to keep the ])rotection in force 
on the basic goods would perhaps make for second thoughts and 
inaction. 

Of course, if one could be certain that prices wen' going down, 
a hedging sale would be simplicity itself. 

The cotton futures market is designed primarily for those 
engaged in the cotton industry— the American factors and British 
and American cotton merchants and manufacturers. This class 
of trading serves to stabilise the whole industry and limits 
speculation by the trade itself. 

The annual American crop is probably sold from twenty to 
forty times over on the cotton exchanges. New York cotton 
exchange has traded in one million bales in one day, and half 
that figure is not abnormal. The outside public, moii' especially 
in the United States, at times undoubtedly speculates heavily in 
cotton and accentuates the violcn<’c of the price movements. 

The Liverpool cotton merchants do not to any material extent 
take up uncovered positions. Their ba.nk(‘rs always presume that 
if their cotton clients buy or sell cotton, tlaw invariably hedge 
themselves. If it w’ere known they were speculating, their 
credit facilities at the banks would be curtailed, if not withdrawn 
altogether. 

There is a prevalent idea that futuri's allbrd a more complete 
protection than they actually do. lu)i' example, it is believed 
by those outside the trade that wlum Manchester l)nys cotton 
from LiverfXK)! and the Liverpool seller puts out a future |K‘nding 
his purchase in America of the precise grad(‘ of cotton sold that 
all is well and no danger of loss exists for the seller in the mean- 
time. That, however, is not so. If the Manchester buyer lias 
bought a grade of cotton, as usually haf)pens, so many “p)ints 
on’* the future basis, these “points on” are not coven'd at all 
by the futures put out. lo that extent the risk taken by th(' 
seller is his own till the acdiial cotton is l)ought as cover and tlie 
future is closed out. These “points on” are relatively high 
nowadays and may be bO per cent, or mori' of tlu' value of the 
cotton sold. 

The futui-^e contract itself is a wide one, in the grades of 
cotton that are tenderable under it. No buyer on the cotton 
market, a spinner particularly, would care to buy actual cotton 
by futures, as he would seldom or never get the right sorts or 
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adequate quantiti’es of the sort he wanted under such a contract. 
Futures, therefore, only afford some basic protection against loss. 

Here is a description of the ])rocess of hedging by a former 
President of the New York (^otton Exchange: “A hedge or 
future is the purchase or sale of contracts foj- 100 oi* more bales 
of cotton for future delivery made not for the purpose of receiv- 
ing or delivering actual cotton, but as an insurance against 
fluctuations in the market that might unfavourably affect other 
ventures in which the buyer or seller is actually engaged.’’ 

The Financing and Belling in 1^'ngland. 

Eeverting to the account given above of the financing of raw 
cotton on the other side, the Header will remoinher that where 
the cotton is sold abroad it is rej[)rcs('nted i)y shipping documents 
attached to, say, a (iO-days’ or 00-days’ sterling bill of exchange, 
drawn on an Englisli bank, which the American cotton exporter 
had sold to an American exchange bank. This bank would get 
its money back by selling an equivalent amount of sterling to a 
buyer who required remittances of such a kind, and any surplus 
that arose over the jnirchase and sale alter all expenses had been 
met would be the American exchange bank’s juofit. 

The American exchange bank would, of conise, transmit the 
cotton bill to its London correspondent or London office for 
acceptance by the drawee, and for discount when required. 
Sixty or ninety days after acceptance the hill would be ]>aid by 
the acceptor — the iniglish bank, ^leantiine the bank wnuld 
retain the docnrnenls attached to tlu^ bill when presented for 
acceptance. The bank has, therefore, security for its accejitance, 
and if the cotton arrived befon* I ho acceptance is due, the cotton 
can be passed on lo the next buyer and fiesli security or cash 
be de]x>sited with tlie bank, so lliat it remains secured against 
its outstanding nnmatured acceptance. 

If the cotton is not sold whi*n the acceptance is paid, the 
bank may probably continue tlu^ amount paid as a cash advance 
against tlui dejiOxSited cotton. Or the bank’s client may arrange 
for a London merchant banker to give him a credit on the same 
cotton for a further ]ieriod or ])eriods, dept)siling with this new 
acceptor the warehouse receipts for the cotton as security. 

If the cotton has been sold to a spinner by the Liverpool 
merchant, he may draw long bills en the spinner, and hand these 
to the accepting Bank or, by airangement with that hank, to a 
discount house for disc’ouiit, and with the proceeds the bank s 
acceptance at maturity will be paid. 
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When the spinner sells to the manufacturer, the latter often 
pays the spinner out of loans or bank overdrafts, which are 
liquidated when the Manchester merchant pays for the piece 
goods he has bought. To obtain these funds, the merchant either 
draws bills under credits opened for him by merchant bankers 
in London, or under credits placed at his disposal by his foreign 
buyers. Or, again, he may get advances from the Eastern, South 
American, or other Overseas banks against the deposit of his 
documentary drafts drawn on his foreign buyers. It is, of 
course, the affair of these foreign buyers to protect their purchases 
against fluctuations of exchange, as dealings are always in sterling. 
Doubtless the largest oversea firms do what is prudent in this 
connection, but there are some who. through ignorance 'or specu- 
lative tendency, take risks that frequently bring trouble to them- 
selves and to otlicrs eventually. 

The fall that has occurred in the silver exchanges during this 
year is a case in point, causing anxiety, if not definite loss, in 
various quarters. Cancellation of orders, about which so much 
has been heard during the last six months, indicates that all the 
buying orders given from abroad were not based on sound 
business principles. Abnormally active trade in any market 
brings in a fresh class of trader of an abnormal brand, and the 
reactions that invariably develop are largely due to the manmu’ 
in wdiicli this class of trader o|)erates. 

A certain literary man once remarked that “nothing succeeds 
like e.\cess.” Were he alive now he might have been tempted 
to add, as an exception to this rule, the K.P.D. Th^ trouble 
about all excesses is that they have limits beyond wdiich some- 
thing very unpleasant happens. The world has liad, and is still 
having, an excess of wars, high prices, currencies, banking credits, 
and also of advice from fxjliticians. Since they handed out their 
l^eace Treaty we have almost daily been told to “produce,” 
“produce” and all would he well. Production is only useful if 
the corresix)nding consumption is at hand. 

The pre-war nations had a working sort of relationship with 
each other in agriculture, in industry, and in commerce, and the 
prices of most tilings had a relative basis. Millions of ptjople 
are now outside the effective wwld market. Those now insidi^ 
that market are producing many things in excess of their internal 
needs. Textiles, tea, rubber, hides, and ships, for example, 
might be mentioned, and, as a consequence, the insiders are short 
of many things which those outside formerly produced for them 
aud exchanged for the surpluses now appearing. 
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What is the use of telling Lancashire, witli its short time, and 
its yardage output only half of 1918, to increase production when 
buyers are insufficient? You cannot now have millions of people 
outside the world market without disastrous results to everyone 
— in a world that was organised before the war on tlu‘ basis 
of the inclusion of all producers and consumers. The peoples 
of Central and South-Eastern bhirope and of the old Kussia must 
be promptly got into tlie world’s market again, otherwise the 
economic and ])olitical condition of those now inside the effective 
market may soon become not unlike the condition of those 
outside. 

That is a vital ])roblem which the Allies and America ought 
to have dealt with in Paris in 1919. 



CUKKENCY JNFLATION AND PRICE MOVEMENTS 
IN AUSTRALIA' 

]. iNTllODrCTION. 

TiiFi conti-ovcrsiciS and discussions wliich war-tiinc finance has 
given rise to in lingland a.nd other countries have little or no 
counter])art in Australia. For, though prices have steadily risen 
and the cost of living lias become a serious menace to the standard 
of life, there is hut little attempt to investigate adequately the 
economic causes of these problems. Commissions and ])rice-fixing 
tribunals have been appointed by both State and Federal authority 
to consider the general causes and effects of rising pric-es. These 
have been content to consider the cost of i)roduction of |)articular 
commodities and to measure the increased cost due to increased 
prices of raw materials, higheu* wages, or rising interest rates. 
Thus the Interstate (Commission has l)een engaged for several 
months investigating the [irices of commodities, and has issued 
eleven reports. The Commission found that raw materials liad 
increased in price, wages were rising, the exportation of some 
commodities had affected their prices, moiiopolios were', present 
in some cases, and large profits had also been made.“ Though in 
the Ke[xn’t on (iroccrics the large (Tovernment expenditure and 
the note issue are referred to as producing “a volume and velfxdty 
of circulation unprecedented in our history,”^ the ciiirency factor 
is not generally considered as an important cause of rising prices. 
But the considered experience of other countries — c.7. England ^ 
and America -during the war has given prominence to genc-ral 
currency inflation as the main cause of rising prices. This factor, 
however, cannot be a])plicd to Australian conditions without 

^ The writer wishes to acknowledge his groat iiidobt-cdness to Mr. L. F. 
Giblin, Government {Statistician of Tasmania, for mtmy valuable suggestions. 

* Prices Investigation : Uei)orts by the Interstate Commission of Australia. 

* lieport No. 6, p. 50. 

* Professor J. S. Nicholson : Statistical Aspects of Inflation ; the Journal 
ojthe Itoi/al Statistical Society, July, 1917, Vol. LXXX, Part IV, p. 487. 

® Professor E. W. Kommeror : Inflation; The American Economu' Fevi('v\ 
June, 1918, Vol. VII, No. 2, p. 217. According to an oflicial paper of the llritish 
Govermnent (Cd. 4114) there is a close connection between the growth of currency 
during the war and the rise in wholesale and retail prices both in belligerent 
and neutral countries. 
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careful consideration of local circumstances ; for in Australia the 
export and import trade is so important as to affect the general 
price level considerably, apart from the operation of purely local 
factors, '.rhus, while the value of production in 1917 was 
estimated at £283,000,000,® the total foreign trade (imports pln.s 
exports) for the year 1910-17 was actually £174,000,000. Thus 
we draw so extensively uf)on other countries for many commodi- 
ties, while at the same lime tlu'. prices of our great staple pro- 
ducts are so greatly affected by the foreign demand for them as 
to render the Australian price level more a i)roduct of two sets 
of factors, domestic and foreign, than is the case in most other 
countries. It is thus nec'ossary to consider the whole problem 
relative to Australian conditions before any general conclusion may 
be stated concerning Ihe relation of currency and prices. It was 
with this ol)j(*(!t in view that an investigation into Australian 
currency and price jn-oblenis was undertaken by the writer. The 
results of this investigation are embodied in this article, and it 
is believed that they will be of interest, not only because of the 
local conditions described, but also because of the confirmation of 
monetary theory afforded by Australian ex[K*rience. 


11. DnsciurrioN ok Data. 

"I'he data drawn u|ion for tic* investigation wore taken mainly 
from the liOj)orts of the Labour and Indusfrial Branch of the 
roinmonwealth Bureau of Census and Statistics, the Common- 
wealth Year Books, and the Duartorly Abstract of Statistics, all 
published by the Bureau of Census and Statistics. The Parlia- 
mentary Debates also provided much general information, while 
the Annual Statements jnepared hy the Federal Treasurer (Par- 
liamontarv Baptus) wen* also usel’ii]. These publications contain 
information upon the note issue, Inuiking and credit, production 
and trade eonditions, shipping and commerce. Though inade- 
quate in some minor details, this information is sufficiently 
complete (o measure accurately chauges in these factors over a 
])eriod of years. 

T'here are three official ]u*ice index-numbers for Australia 
Wholesale, (k)si of Living, and Import and Export. The whole- 

* Commonwealth Yctir liookj No. 12, p 1192. It nuiy bo noted that this 
oatimato of pro.luotinn is incomplete iiuisnuich iis workshops in which no power 
IS uscmI and less than four hands niv tnnploycd aro excluded from manufacturing 
industries, while no <loubt some minor rural acliviiies also escape notice. 
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sale price iiidex-numl)er is based upon the Melbourne wholesale 
prices of ninety-tWo commodities divided into eight main groups. 
The cost of living index-number is based upon the retail prices 
of forty-six commodities and house rent in 150 towns in the 
Commonwealth, and separate index-numbers are computed for 
the six^ capital towns and for thirty towms, five in each State. 
The commodities are divided into four groups, as follows : 
{a) Groceries, 18; {h) dairy produce, 7; (c) meat, 21; (d) house 
rent. If house rent be omitted, the index-number may be used 
as a measure of retail prices, though deficient, as are most retail 
price index-numbers, in that they exclude clothing, footwear, and 
other commodities for whi(;h standard grades and qualities arc 
difficult to define. It is with this ])roviso that the retail index- 
number is used in this article. The. im|)ort and export index- 
number is based upon forty-four commodities, divided into six 
main groups, the ])rices used being obtained by dividing the total 
value of each commodity by the quantity imported or exported 
in the same year. In all three index-numbers the base year is 
1911, and for the pur|x>se of W(dghting the method of “aggregate 
expenditure” is used. Further facts relating to these index- 
numbers will be given in the text where relevant.^ 

Of the other factors coming within the sco|h^ of the investiga- 
tion little need be said. Jt is not possil)le to obtain com))lete 
statistics of the gold circulation before the war, but the ^^reasury 
now pid)lishes weekly statements of the total issues of Australian 
notes and the amounts held by the public and the l)anks resixx:- 
tively. The amount of money in circulation during the war can 
therefore be given. For banking, complete? statistics of reserves 
and deposits are given in the (’onmion wealth statistics, and the 
clearing-house figures for the five mainland capitals are ))rociir- 
able. Kstimafijs of total fu'oduction are made by the Common- 
wealth statistician, and information upon trade and commerce 
is also to be found in the Commonwealth statistica.1 publications. 
Thus, in general, data are available sufficient for testing the 
equation of exchange in Australia, though not with the same 
accuracy as has been done for the rnited States from 1896 by 
Professor Irving Fisher. 

’ No attempt is iiiacJo lioro to describe fully the method and scope of price 
measurement in Australia. Such a description will bo found in tho Labour and 
Industrial Reports, Nos. 1-9 (Commonwealth Bureau of Census and Statistics, 
Melbourne). 
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in. Fluctuations i.\ Prices. 

(a) PreAVar. 

Before the war the price level in Australia was gradually rising, 
as Ihe following tables show ; — 


Tabli-: I. 


Melbourne W huh. tale Printt, Index Numbers, 1901-13. 



1. 11. 

nr. 

IV. 

V. 

vr. 

VI J. 

vjir. 

JX. 
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Coal. 
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etc. 
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T. 

O 

0 

V. 

o 

o 

p. 

Jhiildhi” 

Material. 
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Ts 

Zi 

Zj 

'ii 

i| 

<■% 
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S!IG 
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.. 1,000 1,000 

1,000 

1,000 

1,000 

1,000 

1.000 

1,000 

1,000 

1012 .. 

.. !,021 001 

1,370 

1,200 

1.0.72 

1 ,3.77 

1.0.77 

973 

1,170 

1013 

.. 1,040 1,070 

1,097 

1,051 

1.024 

1,2.72 

1,128 

995 

i 1,088 

I’ereonLigr 

j 








hun’oiwio 

U-1 30-5 

10-3 

2-3 

i 

0-8 

3t‘3 

11-7 

, 11*8 
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Table If. 


Co(it uj fJeinj, hvlrx Numbe rs, CaijHal Towns, 1901 13. 



1. 

n. 

in. 

iV, 

V. 

VI. 

Vf.-ir. 

71 

_ V 

O 

Dairy 

Prwilncc. 

MOAt. 

Ciwt'rics 
and Foot!. 
1., ir. and 

in. 

Hon.«j(3 

Kent. 

, Cost of 
' Living, 
i All 
! Groups. 

i 

l!IOI-5. . 

9.32 

9(}.3 

1,129 

991 

700 

; 890 

1001 .. 

9 111 

94.5 

1,101 

972 

751 

880 

loot) 

OOii 

934 

1,053 

980 

794 

, 902 

ion .. 

1,000 

1,000 

1,000 

' 1,000 

1,000 

1,000 

1912 . . 

1,124 

. 1,115 

1,141 

! 1,129 

1,063 

1,101 

1913 .. 

1,043 

1,080 

1,198 

1,095 

1,118 

1 1.404 

r^eroentajL-c In- ] 
ereastj 1001-5 -i 

11-9 

121 

01 

10-5 

40 

! 23-2 

to 1913 J! 

i 






i 


It will now be seen tluit the cost of living index-number in the 
f>eriocl .1901-5 to 1913 rose by more than -23 imji- eont., while 
No. 120.— VOL. XXS. . L ^ 
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the wholesale index-number rose by less than 12 per cent. But 
the great rise of 46 fHn* cent, in house rent in this period was the 
main cause of this disparity, and if this item be excluded and the 
retail price index-number as given in Column TV. of Table II. con- 
sidered, the rise in retail prices is 10*5 per cent, compared with 
a rise of 11*8 per cent, in wholesale prices. Thus in cither whole- 
sale or retail the average annual increase was very slight in the 
last pre-war decade. 


(b) Prices During ihc War. 

But these steady increases in ])rices liad made the cost of 
living a problem already before the war, and Labour fiovernments 
turned anxiously to price fixation as a means of coping with the 
evil. From the fixation of wages by Arbitration (Courts or Wages 
Boards it was but an easy step to the fixation of juices.® This was 
attempted at first by State (lovernments, but in 1916 the Federal 
(loverninenl , acting under Ihe authority of the War Precautions 
Act, commenced juice-fixing o|)erations. In spite of all this, 
prices continued to rise, as the following tables show : — 


Tablk III. 


Mfibournr Iwhw \ umbers, JitJi/. 10 I f.*' to March. fOIO. 


Year. 

Metals a 
' Coal. 

Textiles, 

Leather, 

July, 1914 

1,000 

1,000 

Year 1916 

I, ICO 

f»34 

Year 1910 .. 

1,539 

1,.307 

Year 1917 

1,919 

1,841 

Year 1918 .. 

2,197 

2,314 

March, 1910 ..| 

2,000 

1,850 

Percentage in-'| i 



fToaseJul}', ! 
1914, to r 

j 100 

j 

85 

March, 1919 jj 

1 



3 . 
^ o 
'S o 

M 

<0^ 


b-g 
« s 


d ^ 
rj 

o sc: 
. 25 


1,000 ■ 1,000 i 1,000 1,000 1,000 1,000 

2,024 ' 1,272 ! 1,018 ; 1,502 1,104 1,490 

1,1:10 ! 1,23.5* 1,200: 1,551 ! I, .101 1,710 
1,084 : 1,181 j 1,302 I 1,«180 , 1.722 2,141 

1,351 j 1,210 i 1,378 ’ 1,409 i 2,448 .3,085 

1,011 1,355 I 1,381 : 1,405 j 2,000 I .3.089 , 


i 


01 


35 


38 


40 


s 

1,000 

1,400 

1,318 

1,450 

1.095 

1.085 


100 ! 208 I 08 


•Jethro Brown: Prevention and Control of Monopolies^ jj. 120. “The 
public control of pricea involves no more than an extension of the principles 
which underlie existing legislation for the protection of tlie wage-eunier.” 

• Labour and Industrial Branch Report, No. 9. 
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Table IV. 

Co8t of Living t h\dtix NumberM, Capital Towns , 2nd Quarter y I'Jll, to 
^rd Quarter, 1919. 





It. 

TIT. 

IV. 

V. 

VI. 

Date. 


Groceries. 

Dairy 

Produce. 

Meat. 

Groceries 
and Food, 
I., 11. and 
III. 

House 

Kent. 

Cost of 
Living. 

Groups. 

2iid Quarter 
1914 


* 

* 


1,158 

1,150 

1,152 

1914 


1,002 

1,108 

1,323 

1,144 

1,135 

1,140 

1915 


1,272 

1,307 

1,781 

1,410 

1,081 

1,278 

1919 


1,279 

1,310 

2,056 

1 1,495 

1,081 

1,324 

1917 


1,201 

1,295 

2,022 

1,472 

1,098 

1,318 

1918 


1,:142 

J,345 

1,992 

! 1,514 

1,143 

1,3G2 

3rd Quarter 
1919 

. 

* 

« 

« 

1 

‘ 1,70S 

1,217 I 

1,500 

Percentage ] 
increase 2nd 
Quart. 1914, 

1 

1 

j 

! 

i 

j 

1 

1 

i 47-5 

5-8 

30- 1 

to 3rd 

Quart. 1919J 

f 



1 

1 

i 

1 




* Figures not available from statistical publications. 

4\ibles III. and IV. portray th(^ eiVects of Iho extraordinary 
conditions brought about by tbo war, wliole.sale prices rising to 
September, 10J9, by OS per cent, and retail ))v 47’5 per cent., 
while tlie cost of living r(»e 80'J |k.t cent. The increase during 
war lime may best b(' (jbserve<l from the comparison afforded by 
'ruble V. 


Table V. 

Price Increasis Before and During the War, 



\Vholesalo 

Retail 

Cost of 


Prices. 

Prices. 

Living. 

Percentage increase in — 

(a) Lust i)re-war decade . . 

11*8 

105 

23-2 

(5) Five years of war 

08 

47-5 

30*1 


The war-time increases shown in this table, though small com- 
pared with similar movements in nu)st countries, must be con- 
sidered as quite abnormal in a (*ountry like .Australia with 
abundant supplies of tin? necessaries of life. But, wJietlier these 
movements were diu* to influences operating within the Common- 
wealth or tq influences over which Australia had no control, is 
a question which requires careful consideration. In order to 
estimate the importance of local factors, an attempt must be made 

L L 2 
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to measure the respective influences ol‘ each on the price level. 
For this purpose it is necessary to describe the chief features of 
banking and currency in Australia at the outbreak of war and 
the subsequent financial measures adopted by the CTOVcrnineiit. 

IV. Banking and Currency in Australia. 

According to Section 51 of the ('onnnonwealtli Constitution 
Act, the Commonwealth Parliament has power to legislate with 
re.spect to banking. On the basis of this power two important 
Acts wore passed in It)10 — tlie Australian Notes Act and the ]^ank 
Notes Tax Act. According to the former, the (''ominomvealtb 
Treasurer was authovised to issue n.otes wdiich would be legal 
tender throughout the (’ommon wealth and redeemable at the 
seat of Federal (iov(*riimcnt.^® The notes were to be issued on 
the partial deposit system adopted by the Hank (?diarter Act of 
JSdt ill Knglaiid. For amounts of notes issued loss than 
:1‘7, 000,000 a 25 per cent, reserve of gold was to b<‘ held, l)ut lor 
all issues above 17,000,000 a reserv(» in gold ('(puvalent to tlu' 
face value of such issue was nMpiirod. riider these eirciiinstances 
there was little danger of an over-issue, l.ut in 1011 tht‘ Ai*t was 
amended so that ilu* Treasnn'r was reijuired to lioM “in gold coin 
a reserve of not h'ss than on(*-fourlli of the amount of Aiisti’alian 
notes issued.’* This auiendnienl , strongly resisted by hankers 
and others, “ was not acted upon until Se]Vceml)er, 1011, but s\d)so- 
quenti to tliis dat(' the (lovernmont used it freely, with what 
results will be seen later. Hie other Acl rt*ferr(*d to al)f>ve the 
Bank Notes Tax Act -imposed a tax of It) p(‘r e('nt. per aiimim 
on all banlc note.s issued by any bank in tin- Commonwealth alter 
the commencement of th(‘ A<*t. Hu* elVecI of tiu'se two Acts was 
to concentrate practically l!ie whole issue of notes in Australia 
ill the hands of the hVdcral Goveniinent. so that on Jum* 3t)tli 
1914, the note circulation of the privat(‘ lianks had fallen from 
1*3,748,482 in 1010 to l*:300,800. On the saini' da1(‘ the issue of 
Australian notes stood at TO, 573, 738.^*“ 

“ It ])i*ovido8 for an Australian paper currency of legal tender, payat'U' 
ill gold at the Treasury of the Commonwealth and thiTO alone.” The I’riine 
Minister (Mr. Andrew Fi.shor), 9th August, 1910, VariKumntanj D(batt.s 
Vol. LV., p. 1242. 

Thus the manager of the Bank of Now South Wales, in a coinmuiiicaton 
to the Prime Minister, strongly deprecated any alteration in the gold ivserve, and 
reminded him that a very large proportion of the notes outstanding is hold by 
the bankers as part of their cash reserves. Speech by Mr. Alfred Doakin, lOtli 
December, 1911, Parlmnentary Debates, Vol. LVIIL, p. 4841. 

The Commonwealth Government is now proposing to place the issue of 
notes under the Commonwealth Bank, but legislation to this end has not yet 
been introduced by the Government. 
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Meimwliile, in 1911, the Commonwealth (iovernment had 
established the Commonwealth Bank, which has no ri^dit of note 
issue, but otherw’ise ])evfonns all the functions of a hank of issue'. 
The Jiank commenced operations in 191 ‘2, and was \v('ll cstal)- 
lished wlien the war commenced. It lias greatly assisted tlu' 
Government in financing the war, and was especially helpful in 
floating war loans and in establishing the enormous issue of Aus- 
tralian notes which the financial policy of the Government 
necessitated. With a State monopoly of the note issue and a 
State Bank, Australia, was in rather a unique jxisition for financ- 
ing a war. How the situation developed under these influences 
may now he shown. 

V. WaR-TIMK ViXANCIAL ^^Ii.ASI IIKS. 

Though the outbreak of war did not precipitate a crisis in 
Australia, the Government was forced to devise financial ex- 
pedients to meet the new situation. One of the first stojis taken 
was to increase the note issue, and for tliis pur|X)so the Govern- 
ment took advantage of the Act of 101 1 amending the Australian 
Notes .\(d refeiTod to aliovo. As a result the note issue rose 
from TO, 57)1,7118 in Juno, 1911, to IJ)12,1 •28,302 in June, 1915, 
wliih' th(‘ pc‘re<’ntages of n'serve at the |■('speeliv(‘ dates \ver(' 
1*2*9 per cent, and 3I*)U per cent.'" An embargo was placed on 
the export of gold from .\ustralia, and when the Associated Banks 
of Victoria agreed to settle their daily rlilTerences through ;i 
reserve of notes where before gold was required,^* it was a com- 
paratively easy matter for the Commoinvealth Goveinment to 
increase the note issiu' very rapidly. For the Banks now accepted 
the notes as full legal tender for the settlement of debts among 
Ihcmselves, and tlu' rommonwealth Bank, however deeply 
iii(icbt<‘d to other hank.*^, could always find a ready means of 
relief in the Australian notes through wdiich it enjoyed an un- 
limited clearing reserve. Since gold could no longer he cxix)rted, 
and as the hanks wer<‘ freed from tin* necessity of maintaining 
large gold reserves for clearings, the reserve of gold at tlie 
'Vreas\iry rapidly expanded, being 1*1,107,000 in dune, 1914; 
Cl 1,035,000 in June, 1915 ; and Clfi, 113,000 in June, 1916. Now* 
before the war the gold standard has been safeguarded by (i) the 

« See Table VI., p. 404. 

“ But in Soplcmber, 1014, tlio principle of settling exchanges between 
banka in gold wa.s abandoned for settlement in Australian notes.” Butchart : 

Money and its Purchasing Power , j>. 28. . . • i 

Similar arrangements for effecting clearings exist in Sydney, Brisbane, 
Adelaide and Perth, and the amount of clearings is published from week to week. 
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maintenance of the original restrictions on the note issue as 
defined in the Australian Notes Act of 1910, (ii) the use of gold 
as a reserve for bank clearings, and (iii) the free export of gold. 
Within three months from the declarations of war these safe- 
guards had all been surrendered. The note issue was restricted 
by a 25 per cent, reserve only in a country where new gold 
supplies were forthcoming yearly,^® the export of gold was pro- 
hibited, and the banks had adopted Australian notes as a basis 
for clearings. The gold standard was thus in practice abandoned, 
and Australia had a note issue which was virtually inconvertible 
inasmuch as the banks had adopted the notes for clearing pur- 
poses and would not press the Treasury for gold, where alone the 
notes were legally convertible. It may be noted, however, that 
the opportunity thus allowed for increasing the note issue enabled 
the Government to lend some .1*19,00(1,00(1 lo the States from 
the notes fund, upon which interest was earned, while at the same 
time .£7,475,000 was used by the Commonwealth for pur])oscs 
of public works and redcm|)tion of loans, tint this is a doubtful 
gain inasmucli as many public works undertaken with this money 
available might otherwise have been suspendevl during the war, 
and, in so far as they were not necessary immediately, a much 
required economy would have, been achieved. 

But the embargo on the export of gold was the really vital 
factor in the situation. Full ])lay w'as given to local influences, 
and, while all factors tended to promote an increase in the note 
issue and, as will be seen later, an increase in bank de|)osits also, 
the normal corrective operating through the. foreign exchanges 
was absent. Hence the conditions were such as to favour tlu* 
inconvertibility in practice of the note issue and to ]>nim{)te 
inflation. 

But tli(* financial measures thus outlined were necessary to 
the Government for its method of financing the war. T'p in 
June 80th, 1919, out of a total war expenditure of £811,452,21*"^. 
only £45,958,584 was paid out of revenue,^” and of this alnuist 
the wliole amount was expenditure incurred in del)t charges, 
sinking fund and interest, war pensions, and repatriation. 
Towards this total loan exf)enditure of £265,493,004 war loans to 
the amount of £*191,080,402 were raised in the Gomnionwcallli. 
Now tlu* methods adople*! in raising tln'se loans is of great 
irn|>ortan(*e. Sc^ven war loans and a “peace” loan have. Iku'Ii 

From 1914 lo 1918, itiolii.sivo, the production of gold in .\u.stralia amounted 
to over £36,000,000. 

Federal Treasurer : Budget Btatoment, October 8th, 1919, Parliamcniuru 
Debates, No. 95, p. 13063. 
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raised, and as the financial pressure became more severe the 
Government saw the necessity of inducing everyone to become a 
war-loan investor. Thus the number of applications increased from 
18,748 in the first loan to 243,194 for the seventh. Arrangements 
were made with banks and savings banks whereby investors might 
be required to deposit only 10 per cent, of their total intended 
purchase, paying the remainder in instalments over a period of 
six months. In this way banks gave advances to investors, thus 
promoting an expansion of bank deposits, and in cases where 
customers failed to j)ay their instalments the bankers doubtless 
assisted them further.^® The expansion of credit caused through 
this and other factors to be noted later was greatly facilitated by 
the increasing issues of Australian notes which formed a con- 
venient legal tender reserve for banks. 

Such, then, were the most im})ortant financial measures 
adopted by the (jovermnent for the purposes of financing the war. 
They involve a virtual surrender of the gold standard, and, with 
the adoption of notes as a basis for settling exchanges between 
banks, there was ample opportunity to issue large quantities of 
notes. In the words of a practical banker : “This at once opened 
the door for the Commonwealth Treasurer to create vast deposits 
by simply printing notes and paying thorn in over (he counter 
at the Commonwealth Bank. These notes created deposits in the 
books of the Commonwealth Bank. Against the deposits the 
( Jovermnent drew its ehe(jues. . . . These cheques IranshuTed the 
deposits from the (Commonwealth Bank all over Australia.”^* To 
this must he added the effect of war finance and the adoption by 
tlic banks of Australian notes as a legal tender reserve. 

VI. Cl URKNCV Inflation. 

If we aeee()t. tlie definition of inflation that “it is only present 
in so far as the expansion is made greater than it would other- 
wise be in exactly similar <*ircuinstances by some definite act of 
interference on the part (»l' the (Jovermnent with the rules by 
which monetary and banking arrangements are governed,” un- 

” Prospectus of “ tho Peace Loan.’* A criticism of Australian war finance 
thougli interesting in itself, wouUi overburden an already long article. Suffice 
it to say that tho eriticisius (»f war finance appearing from time to time in this 
JoiiKNAL are applicable to AiiHtralia even more so than to England. 

18 The support given by the banks of Australia and New Zealand to previous 
War Loan issues has helped to swell tho sum total of advances appearing in tho 
quarterly return.” The Australasian Insurance and Banking Record, August, 
1919, Vol. XLIIL, No. 8. p. tU4. 

J. R. Biitchnrt : Money and its Purchasiiu] Po r. r. p. 29. 

*® A. C. Pigou in tlio Economic Journal, Vol. XXVII., p. 489. 
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doubtedly the currency of Australia at the end of the war was 
inflated and remains so at present. For the Government has 
prevented the export of gold, has created a huge note issue which 
in practice in inconvertible, and has by its financial policy 
encouraged an expansion of credit. The following table shows 
the growth of Ihe note issue : — 


Table VI. 

Australian Note Issue, 1910-1919. •'* 


I. II. in. 



Gold Reserve. 

Total Issue. 

* I’ercontngo Tropor- 
! lion of I. to 11. 

Dec., 1910 .. 

£ 

1,140,344 

3,227.287 

£ 

3,389,476 

33-6.5 

June, 1911 

7,986,223 

40-41 

June, 1914 

4,106,767 

9,573,738 

42-90 

June, 1915 

11,034,703 

32,128,302 

34-34 

June, 191(1 

16,112,043 

44,609,546 

36-12 

June, 1917 

15,244,.592 I 

47,201,564 

32-29 

June, 1918 

17,6.59,754 

52,535,050 

33-01 

June, 1919 

24,273,622 

.55,567,423 

4.3-6S 

Sept., 1919 . . 

2.3,741,104 j 

5.7,269,719 

42-95 


From Jiino, 101 J, to dune, 1.010, the note isMie increased by 
nearly three-foid, but the resiT’Vc* was at 1iu‘ liigli figure of per 
cent, at tlie vnd o\ the period. Th.o enonnoii ^ increase from 101 t 
to 1015 in both reserve and issue is int(‘restifig and portrays tin' 
influence of tlu' financial measures adopted by the (lovernnu ni . 
The increase in the reserve* was due doubtless to the transfer of 
gold from the private hanks to the Tr(*asurv and to the (unhargo 
on the ox|iort of gold. The maintenance of tlio projiortion of 
reserve to liability was considered by many as a guarantee agaiinl 
redundanev. Among those wen^ the Commonwealth Treasurer, 
who in 1918 maintained that the po.-^ition was sound a-nd tlicl 
the reserve wais adequate.-- But the issue was certainly in exce>s 
oE tile actual currency requirements, and (‘ven the amoimi held 
by the public was almost double the i diinated circulation of 
both gold and notes before the war. 'I’he Coininonweallh Statis* 
tician estimates that ])rior to the war the amount of gold in 
circulation ‘‘lay somewhere between the limits of .1:5,700,000 and 
£7,800,000,”^ whilt^ the notes in the hands of the public at the 

The Budget, 1919-20, Parliamentary Patjers, 1919, p. 88. 

** “ 1 do not consider that wo are within the danger zone. What .should be 
the extent of currency roservea is largely a matter of opinion. 1 feel that at the 
prf?3cnt time tho Australian note if4SUo is porfcctly safe.” Mr. W. A. Watq 
Parliamentary Debates, J918, Xo. .32, p. 4.329. 

^ Commnnwcallh Year Booh, No. 9, p. 772. 
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outbreak of war amounted to d64,800,000. If the circulation of 
gold before the war be put at .£6,800,000, then there was a total 
circulation of notes and gold of £11,600,000. According to the 
last Budget, the notes lield by the jiublic in .June, 1010, ainountod 
to £20,485,675, giving a- total increase of 82 per cent. It is thus 
apparent that the action of the Government had increased the 
amount of money proper. 

But the influence of the noie issue was not confined to this 
factor, as may now be shown : — 




Bank Deposits, 1901-14. 
(In thousands.) 



T. 

11. 

III. 

IV. 

V. 

VI. 

Quarter 

ended 

Juno 30th. 

. Not. bearing 
Interest. 

Deposits. 

Bcaring*^ 

Tnl^^rest. 

Total. 

Coin 

Bullion. 

and 

Auat. 

Notes. 

Percentage of 
Reserve. 

IV to I. IV to III. 

1 

1901 . . 

£ 

37,458 

£ 

54,029 

£ 

01,147 

£ 

19,781 

63 : 

22 

1900 .. 

41,030 

0.5,479 

106,515 

22,681 

55 

21 

1909 .. 

46,813 

70,945 

117,7.58 

26,298 

60 

21 

1910 .. 

.5.’),234 

74,657 

129,891 

i 30,150 

65 

25 

1911 .. 

02,227 

81,220 

143,447 1 

1 33,471 

54 

23 

1912 .. 

05,409 

84,398 

149,807 1 

1 34,121 

62 

23 

1913 .. 

02,013 

85,121 

147,134 

36,100 

58 

25 

1914 .. 

70,195 

89,014 

159,209 I 

1 41,447 ; 

58 

26 

Percent ago ^ 
increoso of I 

50 

25 

35 ; 

i 

57 

1 ' 

■ 


1914 over I 
1909 J 


1 



• After 1012 the deposits given in the Commonwealth statistics include the 
d('])Osits at tho Coininonwoalth Savings Bank. These latter are given separately 
as at the riid of each quarter ami not tho average for the quarters. Figures for 
tho amount at tlie Coininomvealth Savings Jiank thus giveji have been deducted 
from “ Deposits Hearing Interest ” and thas also from “ Total Deposits." 


Bank dejmsits arc shown hero to linvc increased rapidly even 
before the war, tlic last live years ])rodiicing an increase of 35 per 
cent, in total de])o&its and 25 per cent, and 50 per cent, in 
deposits bearing interest and dejiosits not bearing interest respec- 
tively. This division of de]iosits is very convenient : for those 
not bearing interest may he regarded as deposits on current 
account and subject to cheque, while deposits bearing interest 
may be regarded as fixed de]}Osits. The former afford a good 
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indication of the degree to which banks are making advances to 
customers, while the latter show how far real deposits are being 
increased. It is interesting to observe from this table the growing 
tendency for banks to make advances, thus expanding their 
deposits subject to cheque at a much greater rate than their fixed 
deposits. But the proportions of reserve were maintained at 
fairly stable figures, being on the average 55 per cent, on deposits 
subject to cheque and 123 per cent, on total deposits, though both 
figures showed an upward trend. It is evident, however, that 
it was the practice of banks to maintain the proportion of reserve 
to total deposits and to deposits subject to cheque at these high 
rates, if anything occurred to increase the reserves, it would 
be possible to increase the dciM:)sits; and this is exactly what 
happened during the war ])eriod, as may be seen from 
Table Vlll. 


Table Vlll. 


Bank Deposits, 101 1 1011). 



I. 

If. 

111 

IV. 

V. 

VI. 

Quarter 


Deposits. 


Coin 

Bullion 

Porceniago of 
tk Reserve. 

ended 

Not 

Bearing 

Bearing 

Interest.* 


and Aust. 



Juno 30th, 

Total. 

Notes. 

IV to I. 

IV toll!. 

Interest. 

1914 

70,195 

89,014 

159, 209 

41,447 

58 

20 

1915 .. 

75,381 

02,177 

1(57,558 

55,378 

73 

:53 

1916 .. 

92,822 i 

90,(541 

183,4(5:} 

.58,312 

03 

34 

1917 .. 

105,46(5 

91,384 

10(5,850 

.5;{,777 

52 

27 

1918 .. 

112,262 

97,276 

209,548 

50,3(50 

50 

27 

1919 .. 

118,989 

112,281 

! 231,270 

57,894 

49 

25 

Percentage 
increase of \ 
lOlOovcrlOUj 

67 

i 

26 

1 

i 45 

1 

1 40 

... 

1 

i 


* See note to Table Vll. 


During the five years of war total deposits increased by 15 
per cent., a rate of only 10 per cent, greater than the increase 
in the previous five years. But, while fixed deposits in the two 
periods increas('d at almost the same rate (25 pei* cent.), the 
dejwsiis subject to cheque increased by 50 i>er cent, in the pre- 
war fKU’iod and by 07 per cent, during the war. ^riie proj)ortions 
of reserve* rose on the first shock of. the war, but fell steadily 
after 1915, the fall being mo.st marked in the proportion of 
reserve to deposits subject to cheque. But these proportions 
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remained comparatively high under the cireiunstances, the main 
reason for this being the convenient reserve found in the increas- 
ing issues of Australian notes. The relation between columns T. 
and TT., however, is the most interesting feature of this table. 
While fixed deposits were increasing at the normal rate the 
banks were making more extensive advances than liitherto, thus 
increasing rapidly their de|X)sits subject to cheque. This may be 
accounted for by (n) tlie assistance rendered by the banks in 
financing the (lovernment purchase of wlieat and wool for export 
abroad while shipping was scanie ; (b) the })artR the banks have 
])layed in financing the war ; and (c) the large importations after 
the Armistice necessitating recourse to the banks.-^ These factors 
all tended to increase def)osits subject to chefjue and thus to pro- 
mote an expansion of the (furrency. Ihit it is doubtful whether 
the actual increase in de]X)sits subject io cheque is a fair indica- 
tion of the consequent increase in currency. This increase in 
deposits was caused, not through a trade boom, but in part by 
financial stringency owing to the shortage of shipping, and in 
])art to assist the Government to purchase commodities necessary 
for its conduct of the war. Now in the former case the deposits 
wore created mainly for the benefit of farmers, who would use 
them, not to create new industries, but to finance their ordinary 
undertakings. In this way it is probable that the velocity of 
circulation of credit would be much less than would be the case 
with a corresponding increase of credit advances for industrial 
pur[X)ses. In the latter case the (lovernment used the deposits 
to purchase ordinary consum])tion g(X)ds mainly, for tliero were 
no great war industries, or to pay the soldiers, hoih of whicli 
actions woidd increase the jnirchasing |K)wer of the people. Thus 
only |)art of the increase in deposits must he regarded as producing 
a real addition to the eurrency, and the net elTect on the price 
l(*vcl would be less than is suggested hv the actual figures. 

The final evidence available of the expansion of the currency 
is to be found in tlie clearing house returns. These arc given 
here only for Melbourne and Sydney, as the return for clearings 
at the other State capitals are not complete for the period under 
review. 

These show an increase from 101 1 to 1019 oi 81 per cent, tor 
!\rcll)ourne, fiO per c('nt. for Sydney, and 7o per cent, for Mel- 
bourne and Sydney together. Thv corrcs|K)nding increases for 
the period 1000 l i are *25 per ernt., Ifi i)cr cent., and 30 per 

The Australasian Insurance ami Banking RtcoriU \ol. XLIII, Ao. 8, p. 614. 



498 


THE ECONOMIC JOURNAL 


[dec. 


cent. Here, again, there is evidence of a special expansion of 
the currency in war time, and from the above account it is clear 
that this expansion was due mainly to the financial measures 
adopted liy tlie Government. Thus far there has been inflation 
in Australia, and it became most marked in 1918 and 1919, when, 
as shown by Table TX., there was an abnormal increase in bank 


Table IX. 


Clearings in Melbourne and Sydney ^ 1913-19.®'’ 



I. 

11. 

III. 

TV. 

Year. 

Melbourne 

Clearings. 

1 ( 

1 Increase over ' 

! Previous Year. 

, 1 

Sydney 
Clearings. | 

1 

' Increase 
over 

Previous Year. 


£ 

£ 

£ 

£ 

1913 ! 

297,256,000 

6,206,000 (decrease) , 

348,741,000 ' 

18,120.000 

1914 

209,668,000 

i 2,412,000 

353,068,000 ' 

4,327,000 

1915 

299,294,000 

374,000 (decrease) 

357,803,000 i 

4,735,000 

1919 ■ 

357,788,000 

i 58,494,000 

422,371,000 i 

64,668,000 

1917 

377,300,000 

! 19,512,000 

444,532,000 > 

22,161,000 

1918 

493,768,000 

, 116,468,000 

552,216,000 ' 

107,684,000 

1019 

544,211,000 

1 50,443,000 

590,097,000 

37.881,000 


2"’ Statistics of tho naiikci*s’ Cloariiigs in th(5 several Australian States prci)are(l 
by (J. H. lloche, S»'<Totary Associated T3anks of Vicloria. Jt slioulfl bo iiotcxi 
flict tlus statistics for Melbourno and Sydney iiro not (joroparablo as measures 
of the volume of transactions in tho two mitres, for in Melbourne, where banking' 
is distributed over a nuinbor of banks, tho clearings art' relatively much larger 
I ban in Sydney, where banking is concentrated mainly in tho linnds of two Inrgr 
banl^. T3ut the rolativ’cly greater raio of iin;reaso in tho Molboiirno tigurcs 
during tho war reflects the influence of the (lovi'rn merit’s flnaiit'ial measures. 


clearings. Whether this inflation was the ca isc of Ihe increa.se 
in prices must now be considered. 


V'll. Pricks and thi: .Non*, 1ssi;k. 

One way of ni(‘a.<iiring the relation helweon ihe exjiansion of 
tho currency and tlui prieo level is to consider the coniieclioi! 
between price niovtunents and the note issue. 11 has already 
been shown that the issue of Australian notes was the main 
influence whendiy a general expansion of bank credits \va> 
possible, and it would therefore ap])ear that tlu‘ fluctuations in 
prices might be in some degree depemdent upon increases in the 
note issue. In order to test this, the average quarterly issue of 
Australian notes from July, 1914, to December, 1918, were com- 
pared with both wholesale and retail prices. Tho following table 
gives the simple i:f»mparison : — 
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Table X. 

Uomparison of Quarterly Issues of Australian Notcj with WhoUsah and Rdail 
Prices, July^ 1914, to Dccunher, 1918. 



Date. 


Aus- 1 
tralian 1 
Notes 
(iiiillions). 

Retail 
Prices i 
Food and j 
Groceries i 
(Index) ; 
Nos.). 

Whole. 

sale 

Prices 

(Index 

Nos.). 

! Aus- 
1 tralian 
j Notes. 

Differences. 

Hetail ■ 

, Prices. 

. Prices. 

1014 

Ilnl Quart. 

£ 

12 

no 

118 




4tli 


17 

117 

122 

■ .5 

1 ,4 


1st 


25 

125 

139 

I --S 

: 8 -- 7 

1013 

2iid 


:jo 

138 

100 

' ;'5 

i 13 27 

3rcl 


3G 

150 

182 

' ;-o 

,18 -flG 


4th 


41 

152 

154 

— 5 

4 -28 


f Lst 


i 4.1 

155 

150 

■-2 

, 3 4 

lOlG- 

2ii(l 


44 

152 

149 

4-1 

- 3 - 1 

3rd 


45 

149 

150 

i 1 

- 3 1 


.4th 


; 

140 

151 

-:-t 

3 1 

1 

r]«t 


47 

140 

152 

; I 

0 - 1 

1917 

2iid 


47 

147 

159 

0 

1 7 

3r<l 


47 

149 

171 

n 

. 2 12 

1 

Uth 


47 

150 

180 

0 

1 9 


r.isi 


51 

151 

188 

• 4 

1 S 

I'.lisj 

1 2nd 


53 

153 

194 

'* 2 

2 0 

1 ;ird 


54 

1.50 

195 

, I 

3 1 


[4th 


59 

154 

190 

. 5 

- 4 , 1 


This table suggests that there is geiuMal agreement between 
movements in the note issue and movenients in wholesale .‘uid 
itdail ])nees, hut ii by no moans (‘sle.hlislies a direi*i eoimeetion. 
.It is ueeessary to try a l'urt]i<*r lest, h'or this juirpose tlie ratios 
l)et\veen tlie sucee'^sive numbers in eaeh series wen* taken and a 
lag of lliHH' months allowed for the movements in prie(‘s: for, 
if there be any eonneelion betweim the note issue and ])rices, it 
is certain that movt'menls in liu* former would j)reeede m(>ve- 
ments in the latter by at least oiKMjiiarter. I'his ju’cK’odure, more- 
over, is suggested by Professor Xieholson’s investigations in 
biUgland. '.rahle XJ., |>. otltt, gives ihi'se ratios. 

The eorres])ondeiiee iti these si*ries is perhaps more striking 
than was the case in the (previous table. Ute ratios move in 
comparative, agreement for tiie tirsl throe and tlu* last ten terms, 
the movements for the remaining throe being in somewhat 
different diretdions. .But, though tlu* jnovemenis are mainly in 
the same direction, tlu' magnitudes differ considerably, uioiv 
especially with the first live terms. This suggests that the effect 
of the sudden increase in the note issue was distributed ovei a 
period of a year or more ; but it is interesting to observe that for 
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Table XI. 

Quarterly Ratios of Notea^ Wholesale and Retail Pricest with Three Manila' Lag. 


Year. | 

! 

Quarter. | 

l; 

Notes, ji 

Year. 

Quarter. 

11 

Wholesale 

Prices. 

! 

1914 1 

3rd-4th | 

142 

1914-15 

4th-l8t 

107 

113 

1914-15 i 

4th- 1st ! 

147 

/ 

lat-2nd 

110 

120 


lst-2nd 1 

120 

191.5 \ 

2nd-3rd 

113 

110 

1915 \ ; 

2nd-3rd j 

120 : 

[ 

3rd-4th 

97 

85 

V 

:Jrd-4tli I 

114 i; 

1915-10 

4th- Ist 

102 

98 

1915~l(i : 

4th -1st ; 

105 

1 

l8t-2nd 

98 

99 

1910 1 

lfit-2nd I 

102 

1910 1 

2nd-3rd 

98 

101 

2nd-3rd ! 

102 : 

\ 

3rd-4th 

98 

101 

3rd-4th i 

102 f 

1910-17 

4th-l8t 

100 

101 

1910-17 

4th- 1st I 

102 i 

( 

lst-2nd 

101 

103 


lst-2nd : 

100 ' 

1917 

2nd-3rd 

JOl 

108 

1917 ^ 

2nd-3rd j 

100 


3rd-4th 

101 

105 

1/ 

3rd-4th ! 

100 , 

1917-18 

4th-l8t 

JOO 

104 

1917-18 

4th- 1st ; 

108 '! 


l«t-2nd 

101 

103 

1918 1 

lst-2nd ' 

104 

1918 1 

2nd-3rd 

98 

101 

2nd-3rd i 

102 

3rd-4th 

103 i 

101 


later years, when the increase in the note issue was but sliglit, 
the increase in prices was also slight. 

]n order to test this agreement further, the co-efficients of 
corn.'lation betw(*en those series of ratios were calculated, a test 
which is much more conclusive than the correlation between the 
crude figures of st'ries which are both increasing over a period. 
These co-oflicients were (O'BL ±0*0*i:i) Jind (0*5.1 ±0*1 ‘25) for the 
ratios of the note issue with the ratios of retail and wholesale 
prices respectively. Correlation between the note* issue and retail 
prices is thus established to a very high degree, while in the 
case of wholesale prices the correlation, though not so pronounced, 
is certainly also established. In view of this it is possible now 
to afiirni the close connection between issues of notes and move- 
ments in retail and wholesale |)ric(‘s, with the proviso that the 
exact nature of this connectlion is not ytd clearly established. 
This will depend to a certain extent ut)on the degree of relation- 
ship between price movements and total currency, for the thesi.^ 
maintained above is that the increased note issue made possible 
the expansion of bank credits. Other things remaining the same, 
this would cause an increase in prices in pi’opoi tion to the increase 
in currency. But we cannot assume that other factors were 
unchanged, and therefore an attempt must be made to measure 
these factors. If now the equation of exchange can be calculated 
for Australia, then all these factors, except the influence of 
foreign trade, will be accounted for. 

*• FiBher : The Purchasing PuWi r of Momy, p. 295. 
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VIII. The Equation op I^xcuange. 

Statistics for the measurement of the several factors in the 
equation of exchange, with the exception of the velocity of circu- 
lation of money, arc available for the war ptniod. For pre-war 
times the difficulty of estimating the amount of money in circula- 
tion-’ presents a formidable obstacle. Since, however, this factor 
is relatively a small item, the error involved in any estimates 
made for it is but slight in the final result. In the erjuation here 
presented the factors have been calculated as follows : (a) M. The 
amount of money in circulation from 1015 to 1017 is the average 
notes (in millions) held by the public for each year, weekly 
.stati.stics of which are jiublished by tlie Treasury. As gold had 
disappeared from circulation, this is a reliahlt' method of estimat- 
ing M for those years. For 1013 and 1014 the figures are based 
upon the pre-war estimates of the (’ornrnonwealth Statistician 
referred to above. For the remaining years M is i*stimated on 
the assumption tliat tliero was a yearly increase of 5 per cent, 
in this factor, (h) F. The velocity of circulation is measured by 
5 for 1013 as this figure brings MV (o about one-twelfth of M'F', 
a- [)r()portion suggested by Professor b'ishcr’s estimates for 
America, after due allowance has been made' for Australian con- 
ditions, wlicu'c credit is doubtless relatively less important. This 
measure remains a constant for all years, a method which is 
suriiciently accurate for pre-war years, hut not for the later years 
of war, when money circulated more rapidly. In Table XVI., 
however, where all tlu* factors are given, a rough estimate of 
clianges in F are included, based upon the assumption that the 
growth of urbanisation jiroduced a slightly increasing velocity of 
circulation in pre-war days and that this was accelerated by war 
conditions, (c) M' and F'. The clearings at Sydney and Mel- 
lx)iirne (in millions) are taken as measures from year to year of 
df'F'. Since deposits at the hanks suhjeci to (dieque (not bearing 
interest) may he taken as measures of M \ it is possible to obtain 
a measure of F^ Thus it has been po.ssible to obtain a tolerably 

accurate measure of M V -f- M'\ ' 

id) T\ The measurement of T presented more difficulties. 
Simple yearly produclum was discarded as an adequate measure, 

” At present the iiiforiiuilion irquired for estimating some of the factors in 
total trade is available only ui) to the end of 1111 7. lienee the present investiga- 
tion must stop at that year. 

Commonwralih Yt-ar liookj No. 9, p. 772. 
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and recourse was made to the plan adopted by Professor Fisher. 
The following is the formula used for the oaTculation of T : — 




Where A is a inejisuiv of Internal Coniiueroe, 


B 

C 

D 

anil Fj 


Overseas Trade, 

Ton Miles of Railway Freight, 
Shipping, 

Postal Business. 


Internal Connnerec was considered to be three times as important 
as Overseas Trade. Professor Fisher weights internal commerce 
six for the United States, but foreign trade there is relatively 
less important than in Australia. Shipping is included, because 
of the importance of water carriage and distance in Australia with 
so scattered a population. Any tendency to overweiglit this 
factor and railway ton-mileage is offset by tlu' weiglit of three 
given to internal and external commerce (A B) in tlie final 
result. 

Tl)c method ol' calculating .1 was similar to that adopted by 
Profes.sor Fisher. (,)iiantities of thi* following commodities pro- 
(luced each year wen^ taken : wheat, wool, hay, butter, baeon 
and ham.s, gold, zinc, tin, coal, together with one-fourth of tlu' 
total number of shec].) and cattle in the Coinrnonwenlth. '.rhese 
quantities were multiplied by their respective prices for 1U1*J as 
a constant weight. 'iV) this was added the total liorse-pow(*r used 
in factories in tens of thousands, as a measure of increasing 
productivity of nianufactures, which is an important factor of 
recent years. The result thus obtained was divided by 2 to bring 
ihe figure.s as near as [)ossible to .100 in P.)i;i. B (Oviavoas Trade) 
was calculated simjdy by reducing the value of the e\|)orts and 
imports in any year to the ])rices ruling in lOJM. This was dorn 
by moans of the exj)ort and iiiij>ort iiidex-nurnhcr calculated b\ 
ihe Commonwealth Statistician and described above. The. 
results obtained may be regarded as an exact measure of the 
importance of overseas trade. The use of this iiulcx-mimber does 
not in any way interfere with the value of the final results of 
the equation. C (Ton-Miles of Itaiivvay J’^reightj is based upon 
the statistics of New South Wales, South Australia, and Tas- 
mania, the only States for which statistics are available for all 
years. They may be regarded as reliable measures of this factor. 
I) (Shipping) and E (Postal Matter) are based directly upon the 
tonnage of shipping cleared and entered and the letters dealt with 


** Section II. 
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by the Post Office respectively. The results thus obtained are 
given in the following table : — 


Tabu: XII. 

ICiitimation of Trader 1901-17. 


Your. 

A. 

B. j 

C. : 

O. 1 

1 

E. 

T. 

1901 .. 

01 

87 ‘ 

61 i 

05 , 

44 

05 

190(5 . . 

74 

103 ! 

75 

80 1 

63 

80 

LOlU . . 

90 

135 

110 

93 j 

78 

103 

1911 

1U4 

13S 

110 • 

100 

9] 

111 

1912 . . 

98 

134 

121 

103 ; 

90 

107 

19115 .. 

104 

153 ' 

135 

100 ! 

104 

117 

19U .. 

lua 

12S 

140 

107 j 

105 

U3 

191o .. 

S3 

112 

118 

80 ! 

105 

93 

1010 .. 

110 

115 

133 

81 1 

111 

llu 

1917 .. 

i 

101 

102 

i 

139 

1 

73 j 

no 

104 


Owing to the diftioiilties ot jirocuring reliable estimates of M 
jiiid 1’ for Years prior io 1018, tlie equation lias been calculated 
only for tlie years 1901, 1906, 1910, 1911, anti 1912 for this 
period. Otherwise the final results migld be unduly influenced 
by figures for years when the data wore noi rpiiii^ eoinplete. This 
accounts for estimates of T being given for those years only. It 
is interesting to observe that from 1911 to 1917 T decreased by 
about 8 |>er cent. This would account for a small rise in prices, 
ijut it has been seen that currency factors were increasing in this 
period, and would thus tend to promote rising jnlces. But the 
influence of thes(‘ factors may he seen from the equation of 
exchange calculated by the method outlined above. 


Table XIII. 

T!h' Equation of Exchanqe, 1901-17. 


Yoar. 

M. 

V. 

MV. 

M'V'. 

; MV 

T. 

: MV+M'V' 

, V -- rp 

1901 

70 

.5 

:j50 

33S 

; 3730 

05 

5-74 

1900 

8-5 


42-5 

441 

1 483-5 

80 

i 004 

1910 

100 

5 

500 

.530 

; 5860 

103 

: 5*09 

1911 

10-5 

’ r> i 

52-5 

I 595 

1 047-5 ; 

111 

1 6-83 

1912 

110 

i 

55'0 

! 034 

: 0890 

107 

6-44 

1913 

110 

5 ! 

58-0 

j 040 

i 7010 

117 

j 0*02 

1014 j 

110 

; ‘ 

58-0 

i 653 

! 711-0 

113 

6-29 

1915 

9-8 

5 

49-0 

657 

7000 

93 

‘ 7-49 

1910 

! 13*9 

1 5 ' 

! 09-5 

i 780 

849-5 

110 

1 7-72 

1917 

! 10-5 

5 

! 82-5 

822 

’ 904-5 

104 

! 8-70 


This table contains an eAstimate of the price level in Aus- 
tralia, the first of its kind known to the writer, by the method 
of measuring the influence of the factors entering into the equa- 
tion of exchange. Tiie figures given in P are a measure of 
changes in the general level of prices, and should be comparable 
with the index-numbers of wholesale and retail prices as measured 
No. 120.—VOL. XXX. • 
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by the Commonwealth Statistician. Such a comparison is made 
in Table XIV. 

Table XIV. 

Comparison of P obtained by Equation with Index Numbers of Wholesale 
and Retail Prices. 



I. 

IT. 

III. 

IV. 




Pby 

Equation. 

P on basis 

Wholesale 

Retail 

Percentage Difference 
of 

Year. 

of 1000 

Prices, 

Prices, 


for 1911. 

Index Nos. 

Index Nos. 

II on III. 

II on IV. 

1901 

0-74 

984 

974 

972 

± 01 

+ 01 

1906 

6-04 

1036 

948 

980 

-f 9-3 

+ 6-7 

1910 

r»-69 

976 

1000 

lOO.'j 

- 2-4 

- 30 

1911 

5-83 

1000 

1000 

1000 

0 

— 

1912 

G-44 

1104 

1170 

1129 

- 60 

- 2-7 

1913 

602 

1033 

1088 

1095 

- 60 

- 6-5 

1914 

6-29 

1078 

1149 

1144 

... fi.i 

- 5-7 

1915 

7-69 

1302 

1604 

1416 

-18-7 

- 8-4 

1916 

7-72 

1324 

1504 

1495 

-11*9 

-11-4 

1917 

8-70 

1492 

1662 

1472 

-10-2 

+ 1-4 


Though the djsagreemeiit between wliolesalc prices and the 
price level as found by tlio ecpiation is as liigh as - 18*7 per cent., 
the general trend of the series given in the table suggests that 
there is some connection between them. In order to test this, 
the co-efficients of correlation between P as I'oiind by the equation 
and the index-numbers for wholesale and ridnil ])rices respectively 
were calculated. These co-efficients were in botli cases 
(0*98 ±0*008), which suggests almost perfect correlation. But 
this test with the crude figures is by no means conclusive, and 
the co-efficients of the ratios from year to year are required. 
These ratios are given in Table XV., from which the geneial 
trend of the series in each case may be observed : — 

Table XV. 


Year to Year Ratios of P and Price Judex Numbers. 



Ratios of 

P. 

Ratios of 
Wholesale 
Prices. 

Ratios of 
Retail 

Prices. 

1901-6 

100 

98 

101 

1906-10 

93 

105 

102 

1910-11 

103 

1 100 

100 

1911-12 

no 

117 

113 

1912-13 

95 

93 

96 

1913-14 

106 

106 

106 

1914-16 

' 120 1 

139 

126 

1916-16 

103 

94 

106 

1916-17 

1 113 1 

111 

98 


These ratios show^ that of nine changes in P six correspond 
with movements in W'holesale prices and seven with movements 






605 


1920 ] CURRENCY INFLATION, ETC., IN AUSTRALIA 

in retail prices. Thus a graph depicting the movements in these 
series shows considerable agreement, the crests and trpughs 
roughly corresponding. Finally, the co-efficients of correlation 
between the ratios of P and wholesale and retail prices are 
(0‘77 + 0'089) an<l (007 + 0121) respectively, both of which estab- 
lish a very high degree of correlation. 'I’hus the equation of 
exchange may be regarded as true for Australia, .a result which is 
interesting in itself, apart from the light it throws upon the 
situation brought about by the war. From 1014 to 1917 the 
currency side of the equation increased by 27 per cent., while 
trade decreased by 8 per cent., both of which factors would have 
produced a rising price level. In normal times a decrea.se in trade 
would be followed by a contraction of credit, and prices would not 
rise to the extent suggested by the decrea.se in trade. But in 
this case a decrease in trade was accompanied by an expansion of 
credit and currency, which is even more marked in 1918 and 
1919, as will be seen from Table XVI., which gives the equation 
of exchange amended by allowing for an increasing V, and 
containing the currency factors for the years 1918 and 1919. 
Unfortunately, it is not yet possible to measure trade for these 
years. M'V is taken as bank clearings in millions, and M' as 
bank de|x».sits (not bearing intere.st) in millions. In this way 
V may be calculated and all the terms in the equation given. 
These figures should Ixj regarded as measures only and not 
absolute numbers for each year. 

Table XVI. 

Equation of Exchange^ 1901-19, allowing for Changes in “V.” 

: Pby 












P 

1 equa- 







i 

MV 



with 

' tion in 

Year, 

M. ; 

V. 

: M'. 

V'. 

MV. 

! MT'. 

! 1’ 

, M'V'. 

T. 

P. 

1911 

as 

100. 

i Table 
; XIII 
: with 
! 1911 
; as 100. 

1901 i 

7-0 j 

40 j 

37 

91 

28 

338 

300 

05 

50 

95 

98 

1900 i 

8-5 

40 

41 i 

10-7 

39 . 

441 

480 

80 

00 

10 1 

104 

1910 ! 

100 1 

frO 1 

! 55 1 

9-7 

51 : 

530 

587 

103 

5-7 

97 

98 

1911 i 

10-5 1 

5-2 ! 

1 02 * 

90 

, 55 j 

595 

050 

111 

5-9 

100 

100 

1912 

no i 

5-3 

I 05 

9-7 

58 1 

1 034 

090 

107 

0-5 

no 

no 

1913 

no 1 

55 

i 02 

10-4 

: 04 

040 

710 

117 

6*1 

103 

103 

19U 1 

; no ; 

5-5 1 

70 

9-3 

04 j 

053 

717 

113 

0-4 

108 

108 

1915 ' 

9-8 i 

00 1 

75 

8*8 . 

59 1 

057 

710 

93 

7*7 

131 

130 

1916 

13-9 ' 

6 5 1 

93 

8*4 : 

91 ; 

780 

871 . 

110 

7*9 

134 

132 

1917 1 

10-5 ' 

7-0 i 

105 ; 

7-8 

no ; 

822 

938 * 

104 

90 : 

103 

149 

1918 

18-6 

7-4 1 

112 

9-3 

137 ! 

1040 

1183 





1919 

l 

7-8 

119 i 

1 

1 


150 1 

1134 

1290 






* Estimated from the figures lor the first eight months. 

. mm2 
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The only imporlaDt difference between P estimated in this 
way and P obtained from the previous equation is the very con- 
siderable rise in the i'oriiier from 1916 to 1917 as compared witli 
the latter. This gives a value for P in 1917 wliicli eorrq&ponds 
very closely to th(' wholesale ]>rice index-number (166) for that 
year, llKJiigh if diilers considerably from the retail number (147). 
While it is believed that, in view of the enormous Government 
spending on consninjdion goods the. assumption of an increasing 
r is correct. Ibis c'qnaiion is put forward as i(*ntative only until 
a. belter mcasiin' of I’ can be devised. I'he rc.suUs obtained in 
the previous ealcidation given in ^Fahle \1I1. are sufficient io 
('stabii.sli the equation for Australia. 'Table XVI. is interesting 
also for the csjiiii.ate it contains of V'. 'This factor declined from 
!V)l-i to 1917, when it (‘oinniencc'd to recover. As suggested 
abovi*, the explanatmn of Ibis is to bo fonnd in the nature of 
the hanlc advances.’" It may further be noted lliat from 1914 to 
1919 the currency side of the e<pia.tion inen'ased by SO per cent., 
and even if we as.suine a ])i‘rn)anenl V of o, as in Table XTll.. 
the increase is Td per e(uit. It is evident that there was a great 
exjnuision of the eurrency in 1918 and 1919, and this no douhl 
is refU'ete?d in the in<*r(’a.M' In prices which luis occurred during 
the.s(? two years. Ihitil i1h‘ infornialion to ui('asun‘ T for these 
years is available', ilu* eifecis of this factor will ]u>t he fully know'u. 
fX. (‘oXCLt^SKJ.N. 

ll is now jxissible to sumniarise tlu' results of the investiga- 
tion and to sugg(*st rlio importance of tlie several factors affecting 
the price level. 'Tiie following facts have been established : — 

(i) Tile considerable increase in prices during the wai 
cannot be explained by the opiaation of ('cononiic forces already 
present before the war, 

(ii) The financial measures adopted by tlie (iovenime.nl 
during the war led tf) the abandonment in ])ractice of the gold 
standard and to the issue of euornious fjuantities of Ausnaliau 
notes wdiich were virtually inconvertible. 

(iii) There was a considerable expansion of bank ert'dit 
during the years 1914-17, Init this expansion was gieatl\ 
accelerated in 1918 and 1919. Such an expansk'ii was possihli* 
hecau.se of the large i.s.sues of notes. 

(iv) The action of the (lovi'rnment produced a greater ex- 

Section VI. 

It is interesting to note that in Australia during the war money in circulation 
(notijH and gold) increased by 82 per cent., total currency (money in circulation 
and bank deposits subject to cheque) by 67 per cent., while the increases in 
wholesale and retail prices were 88 per cent, and 47-6 per cent, respectively. 
This result corresponds closely to the results obtained for other countries as 
given in the report of the British Government (Cd. 484) noted above. 
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pansion than would otherwise have taken place, and hence 
there was an inflation of the currency. 

(v) This inflation was necessary to the (loverninent for its 
methods of financing the >var, but an expansion of credit was 
also caused by the necessity of assisting producers whose good’s 
could not reach the European market owing to a shipping 
shortage. 

(vi) There was a close connection belwecMi the issue of 
Australian notes and movements in prices during the war. 

(vii) 'Frade from 1914 to 1017 decreased, but currency in- 
creased, and this suggests, other things being equal, that the ex- 
pansion of the ciuTency was an important cause r)f rising prices. 

(viii) The ecpiation of exchange is tnj(‘ for Australia in so 
far as this establishes a rtdationship wilhont any suggestion 
of causal connection. 

There still remain, however, three fnu‘stir)ns wliicli are not 
(lelinitely sf)Ived : — 

(i) ifow' far was tlic* ('xpansion of the ciirnuiev a eonsc- 
quenec’ of in<‘rca-etl prices for exjMuts and im]>orls, w'hich are 
so important in Australian o<-onomie life? 

(ii) Tlioiigli the equation of exeluing(' is iiue, hf)W far may 
th(' (juuntity Iheory of money be considered as esIabJished? 

(iii) How far lias the rise in pric(‘s Ix'cii caused by inflation? 

4’he only satisfactory solution of these', (juestions is to be 

found through knowli'dgc’ of the pre(‘ih(' influence of the' foreign 
market u])on tiui .\ustralian jaaVe love'l. I Aifortunali’ly. this can 
he stat<’(l here in g<‘mu*al t(*ians only. I’ht' following table gives 
a. comparison of the increase in export and import prices I'oin- 
pared with wholesale and retail. After 191. '3, owing to the change 
in the trade' year, tlu' years are given ending .Tunc .^Oth. 

TAiti.i: XVU. 

(^ompriri'ioii of I tvl r S o mh- 


Year. 

1 . 

Import and 

11. 

Wholesale 

111. 

Hotail 

\\\ 

Cost of 

Kxport Trice 

Prices. 

Prices.t 

Living.! 

1901 

911 

974 

972 

880 

1906 

921 

948 

080 

902 

1010 

989 

1000 

1005 

970 

1911 

1000 

1000 

1000 

1000 

1912 

10(57 

1170 

1129 

iini 

1913 

1045 

1088 

lOO.-. 

1104 

1914-16 

1141 

127;i 

120S 

1104 

1916-16 

1298 

1590 

1.140 

1.344 

1016-17 

1443 

1533 

1.371 

1307 

1917-18 

1594 

18.34 

1508 

1343 


♦ Labour and Industrial Bramh Report, No. t>, p. 78. 
t Average of the six oapital towns. 
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Prior to the war these series correspond closely, as may be 
observed from the graph given in Eeport No. 9 noted below. 
After the outbreak of the war, though all series rise, their move« 
ments are neither commensurate nor always in the same direc- 
tion. There is a fall in all the series except that in column I. 
in 1916-17, and the subsequent rise is more pronounced with 
both wholesale and retail prices than with the prices of imports 
and exports. It apjiears, then, that during the w^ar there was 
considerable divergence between movements in the prices of 
foreign trade and local prices, whereas in pre-war days thgje was 
a rather close connection between the two. In explanation of 
this, it may be said that before the war, when the gold standard 
was in o[)eration, prices in Australia could not deviate consider- 
ably from gold ])rices elsewhere after due allowance had been 
made for the co.st of caiTiage. But the war has changed all this, 
for no longer does the gold standard act as a corrective to the 
foreign exchanges. As Professor Pigou has said : “Local action 
is free to push prices up without the normal corrective of an out- 
flow of gold being set in motion.”^- This is the position in 
Australia, and the fact that our price's have increased by about 
half as much as the increase in prices in England'*'^ shows that 
our price level is much more a j>rodiict of l(x*al factors than at 
times when the foreign exchanges arc subject to normal control 
under the gold standard. 1'here is also the further consideration 
that even in normal times the Australian price level is influenced 
only partly by external factors, for foreign trade is not as im- 
portant as home trade. It is true that an increase in the import 
and export price level would necessitate an increase in the general 
level in Australia, but, other things being etpial, tlie price level 
would reflect, say, only onc-third or one-fourth the increase in 
exports and imports. Now from 191*i to 1917 18 the export and 
import price level increased by 53 per cent., hut wholesale i)rices 
increased by 70 per cent., and retail by 40 per cent.,-^* both of 
which are higher than can be accounted for by imports and 
exports alone. It must therefore be concluded that local factors 
were operating in addition to the external factor involved in 
foreign trade. 

It is now {X)ssible to suggest answers to the three questions 
as follows : — 

(i) Inasmuch as there was an imf3ortant increase in exi)ort 
and import prices, an expansion of the Australian currency was 

M The Economic Journal, Vol. XXVII., p. 493. 

Cf. Economist Index Number. 

** The corresponding figures for the period 1901-13 are 14, 12, 12. 
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required if prices were to be kept at the same level as in pre- 
war times. The currency expansion was, however, greater 
than was necessary for this, when account is taken of the fact 
that trade decreased in the period. The expansion of the 
currency was therefore only partly the result of economic 
causes beyond the control of Australia. To a greater degree 
it was the result of the Government’s financial policy. 

(ii) The quantity theory of money is true in Australia in 
tlie sense that it is true in every country where foreign trade 
is important. Any change in prices will be influenced by the 
exchanges, and in normal times these are controlled in the 
final resort by gold. Hence prices will ultimately depend upon 
the gold supplies, though there may be many fluctuations 
due to other factors, like the F’s or T. An increase in prices 
abroad will be reflected in Australia by an increase in gold 
reserves and a higher price level. During the war the quantity 
theory operated in much more of a closed system, and local 
factors were of more imiiortancc. 

(iii) The increase in prices may be explained by one or more 
of the three following factors: (a) Tncreasing prices in foreign 
trade ; (b) diminishing trade and production : (c) expansion 
of the currency. All these factors of)erated in Australia, and 
the increased price level was therefore, in part, due to the 
inflation of the currency. 

The general conclusion is that Australia could not have escaped 
an increase in prices, but tlie financial ]>olicy of the Government 
greatly accelerated the rise. Currency inflE^tion, though by no 
means as marked as in other countries, has been an im|X)rtant 
factor in causing rising prices, and its influence will continue to 
operate until the gold standard is restored. This restoration will 
involve a restriction of the Australian note issue, the enforcement 
of gold as a basis for bank clearings, and the abolition of the 
embargo on the exix)rt of gold. But, while prices continue to 
increase abroad, these measures will not be a total safeguard 
against rising prices in Australia. 

^ D. B. Cqpland 

University of Tasmania. 
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incrco, and Additional Member, Bombay TiOgislative (’ouncil. 
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Slate Credit and Banking during the War and After. By Borert 
Benson. (London : Macmillan A Co. Third impression, 
1919. Pp. 57. 4to.) 

It is a liard saying of Montaigne, aj)d unjust to a humble (piad- 
rnped, Tout vice vient d'dncrie. On this side of vice are many 
follies, stupid and obstinate, which may fairly be called asinine. 
Examples are common enoiigli in tlu', conduct of their money 
matters by individuals and by nations ; and the historian who 
would complete the catalogue of the financial blunders of the 
Great Powers for the last seven years would find his industiy 
taxed. Books and pamphlets critical of monetary theory and 
practice are at a time like the pre.sent only to be expected. It is 
more than can be expected that they should tell us much which 
is both new and true. But so much of one’s life is spent in read- 
ing w'hat turns out to be unprofitable that it is useful to receive 
a time-saving indication reinforced by a reasoned opinion. It is 
also perhaps something of a duty to combat by argument the 
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acceptance of views which, if incentives to unsound action, may 
be pernicious in consequences. 

We have nothing to fear here and now from such follies as the 
belief that unlimited issues of paper money will make everyone 
wealthy or will finally solve the embarrassments of Governments. 
We are in no danger of such vices as vast paper issues with 
Lenin’s avowed object of impoverishing the capitalist. The brain 
of the Labour party in this country is fully alive to the social 
menace involved in monetary inflation. Measures of this charac- 
ter inevitably bring their own castigation, though the whips of 
fate may descend u|>on the backs of the children and the children's 
children. It is easy to demonstrate that our standard of value is 
imperfect, and fatally easy to propound fallacious remedies. The 
danger of such proposals to untrained minds is especially great 
when they emanate from successful men of business whose whole 
interests are opposed to the dislocation of our economic machinery. 
There is a presumption, which may or may not be rebutted, that 
such writers know what they are talking about. Their sincerity is 
beyond question. Their earnestness is attested not only by their 
turning aside to authorship, but by the fervour of their language, 
credentials entitle their views to serious consideration. 

But when we look to their writings we find that the eminent 
men of business are by no means in agreement with each other in 
diagnosis of onr monetary troubles or in the remedies which they 
prescribe. I’o borrow a phrase of Macaulay, they are like an acid 
and an alkali mixed which neutralise one another. When they 
do agre<* to d(*nounce the bankers and financiers we cannot fail to 
( that these also are eminent men of business, who may 

fairly claim to know as much about money, credit, and banking 
as their critics, and would hardly be human if they did not say 
something about the cobbler and his last. Ilie authority of the 
business man in the field of monetary science is thus weakened at 
its source, and we are freed to pass from generalities to a detailed 
examination of the various |X)ints of view. 

There is more heat than light in the title of Mr. Kitsoii's 
book A FTaudulcnt Standard. The lawyers have never yet suc- 
ceeded in defining fraud, hiave indeed considered it inadvisable to 
attempt to do so, human ingenuity in fraud being so versatile as to 
find a way round the boundaries of any circumscribed definition. 
But it is agreed that fraud involves a guilty mind and an intent 
to trick or deceive. To say that Governments which have adopted 
a gold standard have done so with any guilty intention is to assert 
what is not proven and not provable. The purchasing power of 
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gold may rise or fall, and the changes may benefit or damnify some 
members of society to the injury or advantage of others. But 
Governments have not yet been inspired with sufficient foresight 
to know which way the cat will jump, and when they have chosen 
a gold standard have done so because they believed it to be tlie 
least jumpy commodity suitable for use as money. A lends B 
£100 in gold money for a prescribed period, and on the due date 
B repays £100 in gold. Is honesty satisfied? Not necessarily, 
Mr. Kitson would say. If there has been a general fall in prices of 
20 per cent, during the currency of the loan, £80 would now 
supply A with the same purchasing power as he lent to B, w’ho 
has thus to ju'ovide 25 per cent, more in value than the principal 
sum he borrowed. He received cheap fx)unds and pays back dear 
pounds. The gold standard defrauds him by 25 per cent. But 
the contract was not made in “general ])urchasing power” or in 
“pounds of invariable value.” So far as the change in value goes 
A is no better olf than if he had kept the money in Iiis owui hands. 
He has had to take his chance of a general rise in prices, in which 
case perhaps Mr. Kitson would say A is defrauded. There is in 
reality no fraud in the matter. The rise or fall is at owner’s risk, 
and is so understood by both parties throughout the transaction. 
We may feel strongly that a tabular standard — working for ex- 
ample through such a change in the official “ price” of gold as is 
proposed by Professor Irving Fisher — would he more scientific, 
less likely to upset expectations than a goI<l standard, and in every 
way a reform of the highest value. If we subscribe, as wo do, 
to the statement that a gold standard is gravely impeifect and 
ought to be reformed, we may be inclined to shako our heads over 
the word “fraudulent” and pass on with a charitable murmur 
against unfortunate epithets. 

But this we are not allowed to do. It is insu(liei(?nt to acquit A 
and B and (Jovernments in general of the vice of fraud. They 
are, it seems, guilty of what Montaigne deems to be the parent of 
vice. They have been so foolish and ignorant as to allow them- 
selves to be duped by the banker, financier, and moneylender into 
adopting a standard of value which tiie true villain of the piece 
manipulates to his own advantage. He it is who defrauds the 
community. We are told that the gold standard “has placed the 
fortunes of all engaged in trade and industry wholly at the mercy 
of the world’s moneylenders. They have the power to stimulate 
industrial prosperity and to destroy it by increasing or diminishing 
the available gold supplies as well as by the mere manipulation of 
credit. Just now a few of their number are contemplating the 
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most gigantic deal that has probably ever been conceived,” to wit, 
“the doubling of national and incidentally all other debts by 
doubling the present value of our monetary units,” under the cloak 
of deflation, and “restoring what they term our good, sound, 
honest gold currency.” If this plot is successful “it will mean 
either the complete enslavement of the people of this country to a 
soulless money despotism for ages or compulsory repudiation of 
the debt.” “The wwld’s financiers have the jxiwer to acquire 
unlimited wealth by merely juggling with prices,” and this power 
exists “mainly by reason of the legal establishment of the gold 
standard.” 

A case can be made out against Die stability of the gold 
standard, and a stronger case against the standard diluted with 
great quantities of uncovered paper money. This adulteration, 
which has worsened the standard in point of stability, is admired 
by our advocate of an invariable unit of value. “The first man, 
whether statesman, banker, moneylender or labour leader, who 
attempts to destroy the peo])le’s money —the one pound Treasury 
notes — should be publicly hanged as a salutary lesson pour en- 
rourager Irs antres.'' Wc should regret to see this treatment 
meted out to anyone who destroyt.'d our piomissory notes, and the 
indictment would he less fearsome if we substituted “ the people’s 
lOU’s” for “the people’s money.” In 17fll the )X)or economist 
liinguet, who had kept quiet during the TeiTor, was dragged 
before the Jlevolut ionary IVihuiial on a report that some years 
before, in his writings on taxation and the corn trade, ho had depre- 
cated a bread diet, regarding it as a slow^ poison. He was 
guillotined forthwith pour avoir injuric Ic pain, la nourriture du 
peuplc ! “ The people. ” must be dragged in to justify these public 
executions. Hndor the Defence of the Uealm Act it was anoflence 
to decry the Treasury notes by speech or writing; but anyone is 
surely more deserving of being inscribed on a roll of honour than 
of public execution if he makes a holocaust of such notes as he 
owns. Here again we may admit that sudden and violent defla- 
tion would be a rough jolt to society, though its dangers can be 
easily overstated. If deflation occurs it will be slow' enough for 
most of us, in any case. 

What, then, does Mr. Kitson propose? He desires to see the 
banks nationalised, the Bank Act of .1844 and the law of legal 
tender repealed, and a unit of invariable value set up as a mone- 
tary standard . This unit should be - th part of the wealth of 
the community. If W represent this wealth and P the new^ 
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pound or unit of value, We are told that we may assign 

any value we please to x. If W be determined it follows that we 
may give any value we please to P. Why not, then, dispense 
with the trouble of evnluating W by making P- mP' where P' is 
the preseni |>ound and m our arbitrary factor? P once arrived at 
is to be kept invariable by increasing or decreasing the issues of 
jiaper inonoy according to the movements of the index number of 
general purchasing ])ower. raj>er money must not be destroyed 
(because this would call for j)ublie executions), but the Banks— now 
(lovcrnniont banks- would do what is needed “by the mere act 
of refusing hanking acconmiodation.” That this mere act might 
bring one busiiiess after another toppling down like a house of 
cards docs jiot seem to trouble the author. He ap|X'ar.s to regard 
hanker's credit as a kind of tiat money, which the hanker can 
expand or contract to any extent at will. He would have credit 
plentiful and ch<‘ai>, “issued against wealth in a safe proportion, 
say from HO percent, to 75 |H*r cent, of its legally appraised valn(\“ 
and witiiout int(Tcst, usury being a)i invention of the devil. A 
charge of 1 ])er cent. y)er annum might lx* made for insurance’. It 
is hardly ncccssjirv to explain to any student of Jovons oi’ Walker 
or Nicholson or other writers upon hanloM-s' monew that the ])lan 
will not inai'cJi. Ihinkeu’s art* strictly limited in their power of 
granting credits: the prices which they charge for credit are. like 
the prices charged hv other etninent men of business, iletermined 
hy factors of siijtply and demand over which they have little coiv 
trol; and when they overtrade in credits they follow the round 
with which Ijord Overstone has made ns familiar. Witness the 
dapanest? banks of to-day.^ Tt is a fanciful fucture to represent the 
linancier as forcing down ]>rices to increase the real value of 
his capital. When we rcincinbcr that these omnipotent atito- 
crats have allowed prices to go iij) often by leaps and bounds for 
the last rpiarter of a cent my, w(^ must ruh mii the horns, fails, and 
lioofs from their portraits. Alore careful examination of the yws- 
sihility of equating a variable ]X)imd to commcKlity prices instead 
of equating prices to an invariable pound may yet convert Mr. 
Kitson into a good Fishcrite. He sees the goal, and thinks he 
sees evil spirits in the patli, but he will never reach his journey’s 
end through the morass which he takes for a route. One cannot 
help feeling that perusal of such a work as Mr. Ooorge Bae’s 
(louYitry Banker might enlighten liirii upon th(^ reasons why a 
banker is not always able to lend readily even upon such securities 


^ This was wntten in July, 1920. 
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us laud and houses, and why a eustodiau of ottiej i^oi.lc'r, moiie^ 
repayable on demand must be cautious uol to lock iij> so mucli of 
it in loans to be ri'deenied sometime ami somehow as to imperil his 
capacity to meet tiie drafts upon him for loffal ciuTem-y. Tf his 
margin of available cash resources is dangerously low compared 
with his cash liabilities he. can only protect himself and his 
creditors by restricting credit, raising the rate, redneing or refusing 
new credits, and calling in outstanding loans. It is irratiomil t,, 
regard such a policy as inaleVolenl or si loi I -sighted. 

Sir Oswald Stoll leceivc.s the benediction of Hr. Ivit.son. Hut 
their alliance of ideas is very limited. Freedom in Finance claims 
that the British citizen should “ particij)ate as a right ui the con- 
trol of credit, aim funds, aim immev, which i.s fundamental t.. 
successful industry, trade and commeiec.” The author .sliows 
that lu* i.s well aware oj the distin(!tion between mon(*y and credit, 
but he is obsessed by the fear of a Money 'Trust which will em- 
jjower a few individuals to hamper trade aud imliistry by (!»' 
strangulation of credit. JTe .sets a. good examide to 'social 
reformers by opening his book with a “hirst draft by an emiiieiu 
Parliauientary draftsman of an Indnstiial Loans nill." 'The un- 
derlying idea of liis argument is that the liinds dei^sitod with 
bankers aa'e not their own, that I la- cii'dits which tlaw grant or 
refuse are not their own, but are a wndal creation aud ought to he 
socialised or nationalised. I'nder his .scheme no ju-rson is to he 
allowed to carry on the business of hanking if he refuses to niakt' 
industrial loans upon approved .securities. These securities of (he 
value of at least .1;2()0 are to be v.'dm'd liy otticial valuers. 'The 
owner is to lie entitled to a loan oipial to one-half of the official 
valuation, is to pav 5 per cent, of tlie loan to the 'Treasury as 
a guarantee against loss, ami to pay the Bank its bank charges 
for keeping liis account hut nothing in respect of interest, the 
Bank being guaranteed by (lovernmenr against loss on the trans- 
action. Elaborate machinery is sot up for 'Treasury regulation, 
tor ap^wals from the refusal of bankers to make advances, for an 
Advisory Council of business men, etc., etc. We presume that it a 
bank runs short of funds (he 'I’reasury will have to print off notes 
to enable it to meet tiie demands of its depositors. And yet, oddly 
enough, Hir Oswald Stoll is bitterly sarcastic about the defects 
of such notes. He favours the good, sound, honest gold currency 
whicli excites tlu' wrath of Mr. .Kitson Tt ap]X'ars to him that 
“the repeal of the Bank Act coidd but expand and ix-rpetuate the 
evil ” of a depreciated ciinency. What he is driving at is greater 
elasticity of credit : but he does not sufficiently appreciate the fact 
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that expansioD of credit in its effect upon prices is open to many 
of the objections which are urged against soft mon^y, and that 
bubbles are liable to burst even though they be blown by 
Government. 

Here again it may be conceded that the Act of 1844 is incon- 
veniently rigid ; and tliere arc many sober advocates of allowing 
the Bank of England to issue notes against a limited amount of 
appioved gilt-edged commercial paper of short currency, which the 
Americans call self-liquidating. But the plan proposed by Sir 
Oswald Stoll savours of burning down the house to roast the pig. 
To say nothing of the dangers of admitting a ng//t to have credit (or 
in plain English a right to lx>rrow), without regard to the circum- 
stances or convenience of the banks or their duty to their other 
clients who lend without borrowing, we should pity the citizen 
who had to face the cumbrous and unsympathetic ordeal of an 
appeal to government officials to overrule a reluctant bank. The 
public safeguard lies not in the good will of the banker but in his 
self-interest, which makes him welcome safe and profitable 
business, and not drive it into the hands of others. If the day 
should ever come when the bankers combine to be dictatorial and 
unreasonable, and if the public are unable to prot('ct themselves 
by their own organisation and resource, some statutory control will 
become necessary. But we believe this danger to be imaginary. 
The Colwyn Committee to which Sir Oswald Stoll expounded his 
proposals have not published the evidence tendered to them. If 
the report in the Freedom in Finance is a full account of their 
cross-examination of our author w'e must admit that they did not 
take his proposals very seriously. The few questions asked are of 
a perfunctory character and are in some cases evidently based 
upon imperfect appreciation of the }Hunt of vit*w of the witness 
and the real nature of his s<dieme. 

In an Open Letter to Lord Milner, Sir Oswald Stoll urges that 
“ what water for his crops is to the Egyptian cultivator, credit now 
is to the whole field of British industry.'’ Credit is not always 
used for productive purposes, and some would-be productive enter- 
prises come to grief. But even if we leave all these out of account 
the metaphor may be worth pursuing. Egypt has not an un- 
limited supply of water. The amount granted to each cultivator 
has to be carefully rationed and controlled. If the fellahin were 
left to themselves they would undoubtedly injure their crops by 
excessive watering, so long as they can get w'ater when it is scarce. 
But the danger of a very high Nile requires careful precautions and 
vigorous counteraction, or crops and villages alike will be swept 



1920] 


BUSINESS MEN ON MONEY 


517 


away. The comparatively amall drawback of a few cases in which 
production might be increased in this country, if more credit were 
forthcoming on easy terms, bulks very large in the author’s mind. 
But the evils of excessive credit have not received much of his 
attention. The question of prices is left in the background 
througliout. 

Mr. Webb’s Britain Victorious! is an appeal to us after a vic- 
torious war to win to victory in jxjace. which is said to be impos- 
sible so long as we are weighed down by a crushing national debt 
and are being driven by a flood of rising prices on to “the rocks of 
(a) still higher prices ; (b) increasing difficulties in developing our 
export trade; (c) the partial star\^ation of the |>eople and con- 
sequently id) grave social eruptions in all directions.” To conjure 
these evils he would have a great levy on wealth — a levy on 
capital he denounces as “unthinkable” — voluntary to start with, 
and if inadequate results are obtained compulsion must be resorted 
to. The State should control credit and open a State hank, should 
also control the supplies and prices of food, clothing, fuel, and 
shelter from the elements, as well as all sea, land and air transport, 
ports and terminals. How we are lo become richer a.s a nation 
by transferring our money from one jx)(‘ket to another and tighten- 
ing the yoke of bureaucracy upon our necks is not very clear. It 
does not need much perspicacity to see that we have a long row 
lo hoe before we can clear up the aftermath of the financial con- 
sequences of a destructive war, but hard work in industry and 
commerce and sanity in sj>ending are our only hope. Short cuts 
of government intervention and devastating taxation may well 
prove to be the longest way rourul, ;ind ^Ir. W(*i)h’s desire hy 
hook or crook to make a rapid return to pre-war prices must send 
a cold shudder througli some of the other men of business whose 
writings we are considering. 

Mr. Bensoirs State CredU and Banking is written with 
remarkable ability. It is a. plea for a new Central Institution to 
“do for the market in (i<jvrrmnt*nt Securities what the Bank of 
England does for tlie Bill market.” 'fhe author has a more highly 
develojied “CMty” sense than any of the other writers we are con- 
sulering and many of his observations art* acute and important, 
'fhe chapters on German Banking, tlu' l^xperience of America, 
and the Experience of France are useful contributions to the 
subject, and together with the diagrams and statistics prepared 
with the assistance of Mr. .7. 1'odd, Mr. f76sev>h Kitchin, and 
others, supply material wliicdi the reader will desire to preserve for 
reference even if he is not convinced by the argument. The 
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essence of Mr. Benson’s proposal is that the owner of Government 
securities should have the right to borrow upon them “with (say) 
10 per cent, margin.” His leply to critics w^ho are afraid of un- 
restricted credit of this kind is that they “ have not made allowance 
for the safeguard which is offered by the power to raise the rate 
of interest ; for loans are not permanent at the same rate, but are 
made for periods of (say) seven days to ninety days, and renew- 
able. The safeguard is the mte on renewal.” There must, we 
imagine, be very few bankers who are unprepared to do business 
on some such terms as things are, and we do not expect that any 
striking changes for the better would result from putting com- 
pulsion upon them. 'I.he Stock Plxchange is oi>cri for the sale of 
securities without any 10 per cent, margin, and if we press home 
upon the grumbler the question: “Why don’t you sell your 
securities if you wish to liquefy them?” we shall proba])ly get al 
the reason why the pawning of them is not so easy as he would 
wish. A high Bank rate and rapid deflation an* the evils most 
1‘eared by Mr. Benson. We agree with him that a clear money 
ixdicy is at present open to grave objections and that “a ten 
jx^r cent. Bank rate no longer brings gold from the* moon ” ; 
l)nt s\irely an expansion of effective demand foi* credit is not 
the way to keep the rate low. He does not go so far as Sir 
Oswald Stoll, seeing good reason why land and buildings 
and going concerns should not be regarded as a satisfactory 
backing for compulsory credit. But his statement that he 
proix>ses that Government “should guarantee its own signa- 
ture” does not appear to us to be a fair description of his plan. 
So long as (jovernment pays the agreed interest and redeems the 
security (if it be redeemable) on the due date, there is no ques- 
tion of a violation of its guarantee or its signature. We have 
borrowed dearly enough. To give the hol(l(*rs of (lovernment* 
securities additional money's worth for the st(K*k they hold, in the 
shape of special gratuitous privileges or facilities, does not, on 
the face of it, seem very good business for the taxpayers, and if it 
sent up the price of such securities would tend to bring down the 
price of others. The fear of a rapid return to low prices of com- 
modities does not alarm the plain man much more than a fear of 
snow in harvest, and would not be unbearable even if it came. 
The working classes have had enough object lessons in the differ- 
rence between real and money wages, and are not likely to plunge 
us into civil commotion provided their standard of comfort is not 
lowered, or, in other words, if their wages keep pace with the 
index number of personal experience. A fall in prices, if rela- 
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tively more rapid here than in other countries, might stimulate 
our export trade and afford enough aid to public finance through 
the channels of industry and commerce to offset the difficulties 
which would be encountered in other respects. The pros and 
cons of high prices and low prices and the movements of prices in 
general involve the balancing of many factors beyond these. It 
would go beyond the scope of this notice to enlarge further upon 
this proposal than to add that, admirable as much of the essay is, 
the author has not made out a convincing case for the experiment 
he recommends. 

It is natural enough that business men to whom credit is a 
necessary of life should desire to see it cheap and abundant. But 
they ought to know, better than most people, that control of 
prices and denunciation of vendors are ineffective instruments 
to cheapen either credit or goods. “Things arc in the saddle 
and ride mankind.” Even bankers, financiers, and money-lenders 
are part of mankind. 

Henry Higgs 


South African Currency 

Union of South Africa. Report of the Select Committee on 
Embargo on Export of Specie. Printed by order of the 
House of Assembly, June, 1920. (Cape Town : Cape Times, 
Ltd., Government printers. Pp. xlvi + 574 + xxvi.) 

If w’e had been asked in 1913 “What are the chances of South 
Africa deserting the gold standard in case of a European war?” 
we should probably have unhesitatingly rejected the idea as 
beyond the bounds of possibility, and, if we knew a little history, 
we should have backed our opinion by quoting the classic case 
of California, the gold-producing State of the American Union, 
holding firm to gold during the American Civil War. But now, 
at the end of September, 1920, the South African pound sterling 
is not only depreciated far below the value of the 113 grains of 
fine gold required to make a sovereign (or its equivalent, $4*87 
in Canadian or American gold coin), but well below the 91 grains 
which will buy 4*87 Canadian paper dollars, and even a little 
below the 82 grains which will buy an English, Australian, or 
New Zealand paper pound. To any Rip van Winkle who went 
to sleep in 1913 and awoke in 1920 this would be an astonishing 
phenomenon. The great gold-producing Dominion with a paper 
standard more below its par with gold than any other in the 
British Empire! 

No. 120. — VOL. XXX. 
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If our Winkle’s awakening took place in South Africa and he 
inquired of the most intelligent and well-informed persons he 
would be likely to meet there why these things were so, he would 
probably be told that the cause was a scarcity of gold in South 
Africa due to its illicit exportation. “Illicit exportation!” we 
can imagine him exclaiming, “do you mean to say that you have 
prohibited the export of gold and yet have not enough? Why, 
when I went to sleep you were exporting over thirty millions a 
year, and yet you had plenty — more than enough, in fact, as the 
value of gold in other commodities was falling. What has 
happened? Have the mines given out?” “Oh dear no!” the 
answer would be ; “of course, the gold output goes on being 
exported quite openly and lawfully. That is only a ‘ commercial 
product,* just the same as wool (see Minutes, Q. 202). The ex- 
portation which has troubled us and which we have tried to pre- 
vent, is the exportation of gold com, and when we said * gold ’ 
just now we meant that, as you would have known if you had 
not been asleep all this time.” Winkle, unsatisfied, might go on 
to inquire why it should be legitimate and healthy to export 
440 oz. of uncoined gold and ruinous smuggling to export exactly 
the same weight of fine gold in the form of 1869 sovereigns, but 
to this question it is not, likely that he would get any intelligibhi 
answer. 

The explanation of the whole puzzle, like most explanations 
of economic facts, must be historical. During the war it was 
sup{X)sed to be a military measure of the first importance to 
“prevent gold getting into the hands of the enemy,” and it was 
believed that one good measure towards this end was for each 
country, including in that term detached parts of the British 
Empire, to prohibit all unlicensed carrying out of gold, not only 
to the enemy, but to any part of the world. The war seems 
also to have somehow^ revived, not only among belligerents, 
but even among neutrals, the mediaeval fear of losing the currency. 
Consequently prohibitions of the exportation of any kind of gold, 
and also of the melting down of gold coin for any purpose what- 
ever, became almost universal. A century ago such legislation 
was every w^here ineffective and consequently gets little more than 
passing notice in the controversies of that time. But in the 
modern world, in islands such as the United Kingdom, Australia, 
and New^ Zealand, conditions are different, and infractions of the 
law can be kept within such small limits as to become practically 
unimportant. This makes it possible in such countries to issue 
enough paper money to bring the value of the unit of account 
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below its par with gold without taking away its redeemability in 
(or, as is usually said, its convertibility into) gold coin. As some- 
one said in one of the old bullion debates, gold imprisoned in the 
coin is degraded to the level of the paper. We do not run to 
the Bank of England and demand sovereigns in exchange for our 
Bradburies, because we know that, as law-abiding people, we 
cannot use sovereigns otherwise than as currency, and that as 
currency they are worth no more than Bradburies, though as free 
gold they would be worth 39 per cent. more. When a paper 
currency is convertible into free gold, it cannot go below its par 
with gold, because its convertibility limits the quantity of it 
which can be put into and kept in circulation : when it is con- 
vertible only into a coin which cannot be used otherwise than as 
currency, it can be issued just as freely as if it were wholly 
irredeemable, and with the same effect on the general purchasing 
power of the unit of account. Hence the fall below^ par of the 
British and Australasian pounds. 

On the outbreak of the war the British Government induced 
the mine-owners to agree to hand over the whole output of the 
mines to it, so that the Union of South Africa had no need to 
concern itself witli the export of uncoined gold; but it very 
naturally fell in with the prevailing fashion of prohibiting the 
export of coin. It further proceeded to make it easier for the 
banks to enlarge the paper currency by allowing them to issue 
£1 and 105. notes, the old limit having been £ 5 . If the exporta- 
tion of coin could have been stopped as effectively as it was in 
the United Kingdom and Australasia, the South African banks 
would then have been in as proud a position as the Bank of 
England under the Bestriction of 1797-1821, and nothing except 
their fear of the eventual removal of tlie embargo on export would 
have stood in the way of South African pounds falling to the 
value of Polish marks or Russian roubles. It is true that, unlike 
the Bank of England notes of 1797-1821, their notes were still 
convertible into coin, but that convertibility would have been a 
hollow mockery like the present convertibility of the Bradbury. 
But South Africa’s intercourse with the rest of the world is not 
80 easy for a Government to control as that of the United King- 
dom and Australasia, partly because the Union is not an island, 
and partly because two sections of the population — Natives and 
Indians— do not belong to the governing democracy and also have 
connections with the outside. Consequently extensive smuggling 
out of gold coin was possible, and was sure to take place if made 
profitable. 

N N 2 
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This prevented the depreciation of the unit of account^ the 
South African pound sterling, having quite the easy course which 
it had in the United Kingdom, Australia, and New Zealand. 
When the South African banks had issued so much paper that 
the South African pound became worth appreciably less than 113 
grains of fine gold, they were asked to fulfil some of their promises 
to pay pounds by handing over sovereigns, and the sovereigns 
thus obtained were smuggled abroad and sold for more than the 
foreign currency equivalent of a South African pound. In order 
to meet this demand for sovereigns the banks were obliged to 
buy raw gold in London “at a premium,” i.e., paying more than 
a South African pound for each 113 grains, and getting it coined 
in the usual way at the London Mint. In other words, the 
penalty w^hich they had to pay for issuing too much paper was 
that they had to buy a certain number of sovereigns at perhaps 
26j. or 285. and pay them out at 205. If the “leakage” of gold 
coin, as they appropriately called it, had gone on growing, it 
would have amounted to the same thing as a removal of the 
embargo on export, and have forced the banks to reduce then- 
paper till one pound was again worth as much as 113 grains of 
gold. During the spring of 1920 this influence was sufficiently 
strong to cause an appreciable rise in the gold value of the South 
African pound and to make it break away from the United King- 
dom pound, which it had up to that time closely followed. 

It became clear that mere prohibition of the export of gold 
coin was not a sufficient protection for an over-issue of paper. If 
South Africa was determined to have a paper currency depreciated 
against gold, the obligation to redeem the paper in gold coin 
must be removed. Otherwise it would be better to recognise the 
situation formally by removing the ineffective embargo, which 
was only giving illicit profits to law-breakers. 

The long-run interest of the gold-mine owners and workers, 
properly understood, was entirely in favour of the earliest possible 
removal of the embargo and return to the gold standard. The 
gold mines, in South Africa, as everywhere else in the world, are 
suffering from the diminution in the purchasing power of their 
product caused by the disuse of gold in circulation and reserves 
by the principal countries of Europe. The direct importance of 
South Africa as an absorber of gold for currency purposes is no 
doubt almost negligible, but as the chief gold producer of the 
world her example carries great weight. If South Africa, pro- 
ducing every year perhaps five times as much gold as she required 
for her whole stock of gold currency before the war, cannot afford 
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to have a gold currency, who can? It is* not well for the village 
bootmaker to declare boots expensive and unhealthy and to 
parade himself and his family barefoot. To the leather merchant 
there is nothing like leather, and to the Transvaal there should 
be nothing like gold. Had the Union of South Africa never gone 
off the gold standard, the mine-owners might have been trusted 
to favour its continued maintenance. 

But the standard having been abandoned, and the unit of 
account having been depreciated against gold, when the process 
was obscured, so to speak, by the smoke and dust of war, the 
mine-owners found that on the one hand the costs which they 
had to meet in South African currency had risen, owing to the 
increase of money-wages and |)riccs caused by the additional 
paper, and most of them seem to have believed that, though a 
return to the gold standard would cause some diminution in the 
monetary amount of these costs, the diminution would not be 
equal to the loss which they would suffer by having to give more 
of their raw gold for a given amount of South African money. 
With the South African pound worth 8*2 grains, 82 grains plus 
cost of marketing will pay the workman in South Africa £1 ; the 
mine-owner asks himself in some complicated form : “If the 


pound rises to 113 grains, shall I be able to persuade that man 
to take iV;j wliicli is Iks. iyd.?'' No doubt there would 

be a loss under ^his head, which, though only temporary, as all 
prices adjust themselves in the long run, would never be directly 
recovered *, but this special and limited loss ought to be faced in 
view of the general advantage to the gold industry of the restora- 
tion of the use of gold currency. The mine-owners, however, 
with the important exception of Mr. Samuel Evans, have not 
risen to this height, and are consequently for the most part but 
lukewarm supporters of a return to the gold standard. 

At the end of March, 1920, the House of Assembly appointed 


a Committee “to inquire and report upon (a) the effect of the 
embargo on the export of specie upon the cost of living , (b) the 
desirability and practicability or otherwise, with a view to im- 
proving the economic conditions of the Union, of removing the 
embargo and of modifying the statutory provisions at present in 
force in regard to currency and banking.” 

Houses of Parliament in the British Dominions, and in the 
mother-country also, would do well to recognise the fact that 
they do not contain experts on every subject, and are consequently 
incapable of appointing committees suitable for every kind o 
inquiry by selecting members entirely from their own body. It 
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is no use to say that they will call, and be guided by, the evidence 
of expert witnesses. The expert witness who offers himself is 
by no means always the best who can be obtained. The wholly 
inexpert committee does not know whom to call, and when it has 
before it the right or the wrong expert, it does not know the 
right questions to ask him. The South African Committee of 
members of the House of Assembly, set up to consider currency 
and banking, consisted chiefly of men eminent in their particular 
line of life and possessing very considerable ability, but it does 
not seem to have included anyone who had any training in the 
theory of the subject. It would probably have been much more 
effective if it had included in its number either or both of the 
two Professors of Economics (Dr. Lehfeldt of Johannesburg and 
Mr. Leslie of Cape Town) whom it called as witnesses. Whether 
they were right or wrong in their rec^ommendations, professional 
training and the practice of teaching would have enabled them to 
put more searching questions than the inexpert Committee was 
able to ask. 

As it was, the Committee seems to have been clay in the 
hands of Mr. Henry Strakosch, a very able witness, usually 
resident in London, now managing director of one of the large 
gold-mine combinations, who had formerly passed through excel- 
lent practical experience of foreign exchanges in Europe and 
more recently had been concerned in the marketing of the gold 
product of Soulh Africa in the world at large. He had written 
a pamphlet on what ought to be done in South Africa. The 
Committee began by considering this, and his evidence upon it 
occupies the first 162 of the 574 pages of evidence, although for 
125 pages the questions are omitted, in order presumably to 
shorten the minutes. 

Mr. Strakosch admitted that South African currency was 
depreciated against gold, that to maintain currency at a parity 
with gold it must be convertible into gold, and that to maintain 
foreign exchanges at par, coin and bullion must be freely exiK)rt- 
able and importable, but held that South Africa could not “afford 
to re-establish and maintain its currency on a true gold basis ” 
at the present moment. As usual, when currencies once become 
depreciated, it is a case of “jam yesterday and jam to-morrow, but 
never jam to-day. “ Tlic argument may be put under two heads : 
(1) It is undesirable to raise the South African pound to the value 
of 113 grains of gold ; and (2) if it were so raised, it would be 
impossible to keep it there. 

(1) The first liead does not call for much comment. Mr. 
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Strakosch adduced the objections which arc commonly made to 
raising the value of the unit of account without adding anything 
fresh, and without any attempt to balance the advantages and 
disadvantages of a fairly rapid return to the gold standard against 
the advantages and disadvantages of his own plan of “wait and 
see.” He laid much stress on the theory that if South Africa 
were on a gold basis while the United Kingdom was on a low^er 
Bradbury basis, the United Kingdom investor w’ould be deterred 
from investing in South Africa and the South African investor 
would be attracted to invest in the United Kingdom by the belief 
which each would have that the Bradbury is bound to rise to 
113 grains of gold in the near future. He overlooked the fact 
that this belief is waning, and is likely to be further shaken by 
the coming collapse of Continental paper currencies, so that gold 
standard countries are likely to come into greater favour with the 
investor, and he forgot that the coming of an alteration in the 
purchasing power of money affects what will be offered to the 
investor as well as \vhat he will accept. If South African pounds 
were worth 113 grains and going to stay at that, while Bradburies 
were 82 and going to rise soon, it is true that a lender would 
prefer a long-term or a perpetual 6 per cent, in Bradburies to the 
same rate in South African pounds ; but it is equally clear that 
the borrower could well afford to offer a much higher rate of 
interest if the loan were contracted in South African pounds; 
since if he contracted in Bradburies he would soon be paying the 
same annual value as if he had received South African pounds, 
wdiereas, in fact, he only received on loan the same number of 
United Kingdom ]X)unds, each worth only tV:j as much as a South 


African pound. 

(2) On the second head, the impossibility of keeping the South 
African pound at 113 grains, supposing it to have once got there, 
Mr. Strakosch misled the Committee by completely ignoring the 
orthodox doctrine of the exchanges as taught by the economists. 
That doctrine has been so snowed under by neo-mercantilism in 
these latter days that even in the pages of an economic journal 


it mav be useful to recapitulate it. 

It^s founded on (a) the truism that a currency or unit of 
rtccount is valued for what it is worth, that is, for the cominodi- 
ties and services (let us say “goods” for short) which it will buy, 
and (b) on the well-established economic principle, to which cur- 
rency is no exception, that variations in the supply of an article 
affect its value or power of buying, increases tending to reduce, 
and decreases to raise, its value. For an example of the truism 
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we may say that Englishmen and others value American dollars 
because, and in so far as, those dollars will buy American goods ; 
Americans and others value English pounds because, and in so 
far as, those pounds will buy English goods. If dollars rise in 
purchasing power (in other words, if prices of goods fall in 
America) while pounds fall in purchasing power (in other words, 
if prices of goods rise in England) or remain stationary or rise 
less rapidly than dollars, fewer dollars will be worth as much as 
a pound, i.e., the exchange value of dollars in pounds will rise, 
and that of pounds in dollars will fall. For examples of the 
general principle that increase of supply tends to reduce the value 
of an article we need not search; everyone has every-day ex- 
perience of its truth : that currency, whether metallic or paper, 
is an exception to the rule is believed by none but a few currency 
cranks who have never been able to produce the smallest logical 
justification for their view and have always had to fall back on 
gross misrepresentation of historical facts. 

The truism and the principle together involve the consequence 
that the exchange between currencies can be kept close to a given 
rate by due regulation of their supply, whether that regulation 
is conscious or automatic. The Indian Government, by conscious 
regulation of the supply of rupees, kept the rupee approximately 
equal to one-fifteenth of 113 grains of fine gold, and therefore 
at a stable rate with all the gold-standard countries for nearly 
twenty years before the war. Conscious regulation is simple 
enough ; automatic regulation is a little more difiicult to under- 
stand. It takes place where tw^o or more currencies are each in 
part at least composed of something which can be used at will 
for purchases in either or any of the countries concerned. Before 
the war, for example, Irnglish pounds and American dollars were 
both in part gold pieces which could be lawfully transported from 
the one country to the other and be converted from one coin 
into the other at small expense. In practice the situation was 
very little different from what it would have been if sovereigns 
had been legal tender in America for $4'8665 and dollars legal 
tender in England for 4.9. l*32d. There could be no great varia- 
tion in the exchanges between two or more countries linked 
together in this way, because if the purchasing power of the unit 
of currency fell for any reason in one country while the unit in 
another rose, remained stationary, or did not fall so fast ; in other 
words, if prices of goods rose in one country while in another 
they fell, remained stationary, or did not rise so much, it imme- 
diately became profitable to send gold money from the first 
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country* to buy goods from the second. This promptly equalised, 
matters, and stopped the tendency of the exchange-rate to diverge 
from the normal : that it must do so becomes obvious when we 
reflect that, for example, the sending of gold from England to 
America and the bringing of goods from America to England at 
once made gold scarcer in England and more plentiful in America, 
while at the same time it made goods scarcer in America and 
more plentiful in England. To the objection, sometimes urged, 
that gold was only a small portion of the currencies, the answer 
is, in the first place, that when a thing is nicely balanced a touch 
will make it swing, and, in the second place, that the existence 
of a very large paper currency beside the gold had no tendency 
to counteract the influence of movements of gold, but rather the 
contrary, inasmuch as the banking organisation of each country 
secured that when gold left it the paper currency did not increase 
to take its place, but diminished, and that usually by a greater 
absolute amount than the gold currency. 

In place of this old and well-established theory, Mr. Strakosch 
put before the Committee a doctrine that the stability of the 
exchanges before the war was due to the trade or transactions 
of the principal countries having — apparently quite fortuitously— 
“perfectly balanced” (QQ. 38, 165), while since the war it has 
been “out of balance” temporarily, though it must balance in 
the long run (Q. 200). No one asked how an account covering 
exports and imports, and all the transactions included by Mr. 
Strakosch and the Committee in “invisilde exports and imports,” 
could possibly fail to balance for even the shortest period of time. 
When the visible exports plus the invisible do not equal the 
visible imports plus the invisible, what does the difference con- 
sist of? Mr. Strakosch never explains this, but may be suspected 
of supposing it to consist of debt not intended to be of long 
duration ; but the contraction of debt has already been set down 
as one of the items in the invisible imports and exports, and if 
the whole has not been included the item should be amended. 
The majority of the Committee, when they talk of “the main- 
tenance of an excess of visible and invisible exports over visible 
and invisible imports” (Report^ p. vi) are probably making the 
difference consist of coin imported, thus partially reverting to the 
mercantilist nomenclature, in which coin was not included in 
imports and exports. But the mercantilists excluded bullion as 
well as coin. 

Having thoroughly confused the majority of the Committee 
with the chimera of a balance-sheet which does not balance. 
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although the items on each side add up to equal amounts, Mr. 
Strakosch proceeds to terrify them with two bugbears— the Indian 
peasant, who will insist on buying gold at an outrageous price, 
and the United States, which had “lost” in nine months to 
March, 1920, 450 millions dollars’ worth of gold. Instead of 
congratulating South Africa on still having in the East a tolerably 
good customer for her principal product, now terribly depreciated 
in purchasing power owing to the misfortunes of Europe ; and 
instead of congratulating the United States on finding customers 
for this mass of metal which she took in exchange for goods during 
the war, which so far had done nothing for her except create 
disturbance by raising prices, and the export of which was likely 
to bring her prices down (as indeed it has), Mr. Strakosch argued 
that the United States would be obliged to restore her war-time 
embargo on the export of gold, and then, if South Africa was on 
a gold standard, allowing the export of specie, the all-devouring 
Indian peasant would soon draw away all the gold coin from her. 
Of course, if South Africa really were on a gold standard, nothing 
of the kind would happen, because the sovereigns in South 
Africa would then be no cheaper than 113 grains of gold 
produced from the mines, and there could be no reason for 
the Indian peasant to make a dead set at the South African 
currency. 

Confused by all this, the Committee never seriously considered 
the real practical issue which should have been put before them 
— whether it would be best for South Africa to keep her currency 
level with gold or level with the British paper pound. There are 
many arguments for both courses, and this is not the place to 
attempt to decide between them. What the Committee — or at 
least the great majority of the Committee, since the small Labour 
element fought manfully for sound doctrine — decided to do was 
to recommend the continuance of the embargo, the discout inuance 
of the convertibility of paper into coin, and the creation of a new 
central bank of issue with power to issue unlimited banknotes 
against 40 per cent, of gold. These proposals remove the twn 
checks — “ leakage ” of coin by smuggling and the fear of a removal 
of the embargo — which restrained the banks in the manufacture 
of currency. On their face they substitute nothing except the 
requirement of 40 per cent, gold cover. Now, whatever may be 
thought of the usefulness of such a requirement when the paper 
is convertible, it is clear that when the paper is inconvertible and 
expected to remain so it will only stop the manufacture of paper 
pounds when their value is so reduced by over-issue that it will 
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take nearly a hundred of them to buy gold enough to make forty 
sovereigns. 

Until the new bank can be got into working order, the recom- 
mendation is that existing banknotes shall be convertible only into 
gold certificates issued by the Treasury which are themselves 
inconvertible into the gold which they “certify ” : the banks may 
increase their issues as they please, provided that they keep 
40 per cent, reserve against the whole and pay 3 per cent, per 
annum on any excess of issue above that of December, 1919, and 
their issues will eventually be taken over by the new central bank. 

This bank might, of course, determine to raise South Africa’s 
currency to par with gold, and could do so by reducing the 
swollen paper issue, but a very different state of opinion will have 
to be created before it is likely that the board of management 
will even wish to return to the gold standard. It is much more 
likely only to desire to secure parity with the British pound, and 
knowledge of monetary theory will have to be considerably 
improved before it will be likely to know that, in order to main- 
tain even that low standard, it must not yield to what the Finance 
Secretary naively calls “the requirements of business” — as if 
business w’ould not alw^ays “require” as much currency as banks 
and Governments arc induced to create for it ! 

And though the requirement of 40 per cent, covep plus the 
tax of 3 per cent, on additions to their issues is a fairly strong 
brake (especially when the 40 jx*r cent, means more than 40 per 
cent., because the centum is reckoned in a depreciated currency 
and the 40 in gold) and may perhaps prevent further increase' of 
the paper currency by the existing banks, it is pos.sible that the 
question may ultimately be not of maintaining a Bradbury 
standard, but of climbing up to that low level. For the Com- 
mittee’s Report and the progress of legislation on the lines it 
laid down were promptly followed by changes in values which 
have greatly widened the gap betw-een the South African pound 
and gold, and have even brought it slightly below the Bradbury, 
though it was 7 per cent, above a few months ago. 

It remains to be seen wdiether sounder view s and better policy 
will be the result of this degradation of the South African cur- 
rency, and of the fact that, instead of the United States having 
set a bad example by rcimixising her w ar-time embargo on gold 
exports, as prophesied by Mr. Strakosch, Argentina is preparing 
to remove hers, and that the Indian situation has also changed 
in a way which should help to dissipate the groundless alarms 
with which ho inspired Ihc Committee, ^fuch depends on the 
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importance which the central bank and the existing banks attach 
to the sub-section (§ 7, iii) of the new law providing thj,t the 
suspension of convertibility shall cease on June 30th, 19^8. If 
they really believe that the legislature will not continue it beyond 
that date, they will take the steps required in order to bring the 
pound gradually up to par with gold. 

Edwin Cannan 

Professor Cassel’s Treatise 

Theoretische Sozialokonomie. Von CtUSTAV Gassel. (Leipzig ; 

Winter. 1919. Pp. 582.) 

“A SORT of scientific poem in these words the Mechayiiquc 
Analytique of Lagrange was described by one who was a poet 
as well as a mathematician, William Eowan Hamilton. The 
words serve to introduce an essay in which Hamilton, by a sin- 
gularly beautiful and original conception, enlarged the powers of 
dynamical science.^ Tn the view of that soaring genius astronomy 
and mathematical physics generally require the exercise of a faculty 
akin to the artistic imagination. There is produced “an imitation, 
not a copy, of Nature. It is a creation of the mind so framed 
as to resemble in an immense number of particulars what we 
know of the external universe.*’* To some men of science this 
view may appear visionary; too much in the spirit of Plato, too 
little in the manner of Bacon. There appears, indeed, to be some 
disagreement among “the first of those who know** as to the 
role of the highest generalisations even in natural philosophy. 
How much more difficult to find must be the path to a science 
of human action ! In this obscurer region we are disposed to 
follow one who, accredited by the successful treatment of several 
special economic questions in former wTitings, now delivers his 
mature judgment about the science as a whole. Professor Gassel 
appears to us to have remarkably well defined the province and 
limits of abstract general reasoning in economics. “ We proceed 
like the astronomers who first determine the motion of a planet 
as if it were not influenced by the other planets . . . afterw’ards 
take into consideration the disturbances caused by the other 
planets. ... In order to be able to pursue this method one must 
be assured that the motion first described represents the essential 
portion of the phenomenon” (class die erste Bewegung auch die 
wesentliche darstellt) (93).* So Kicardo is not to be condemned 

^ On a general meihod in Dynamical Transactions of the Royal Society, 1834. 

* Transactions of the Royal Irish Academy, 1837- 8. 

^ 'The bracketed numerals refer to pages of the work reviewed. 
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merely because a theory of his does not perfectly corresjfcnd with 
the observed facts. “Every theoretical investigation must begin 
with ^ertain abstractions” (263). A good instance of appropriate 
abstraction is afforded by the conception of production as a continu- 
ous flow. “New iron ore and new coal are daily and hourly requisi- 
tioned from the store-houses (Fundstatten) of Nature, while simul- 
taneously crude iron is furnished in a steady stream and converted 
into steel, and the various products of steel and iron are passing 
through all the stages which lead up to the finished article ” (21). 
This description is primA facie inappropriate to agriculture. 
Certainly we do not find in modern Europe, as in the Homeric 
Ph[Eacia, every fruit in season all the year round, “pear ripening 
after pear . . . and fig after fig.” Yet “the European demand for 
wheat is (or rather was when this was written, before the war) satis- 
fied by a practically continuous stream of imported wheat through- 
out the whole year with considerable regularity.” Corrections of this 
conception are to be introduced where required by the facts. But 
in order to obtain a first general view of essentials “it can hardly 
be doubted but that the continuous process of production ... is 
the right abstraction'' (22). The italics mark our approbation. 
But we do not commit ourselves to acceptance of every proposition 
which has “right abstraction” for predicate. Thus with regard 
to the alleged unequal ]iay to women for equal work and the 
question on which the author pertinently puts his finger, why, 
then, does not the entrepreneur more extensively substitute female 
for male labour, we are not quite satisfied with his answer. He 
puts forward as the dominant circumstance the real, or at least 
believed, inferior efiSciency of female work. He will not accept 
the “risky hypothesis” that in general female labour is under- 
paid (294). Again, we (piestion whether his conception of 
the r6lc of money, or at least wdiat is novel in his conception, 
deserves all that he claims for it. “By studying prices rather 
than value” (cine Preislehrc anstait viner Werilehre) “we shall 
banish completely from economic science the whole of the so- 
called theory of value. We shall altogether get rid of a great 
mass of logomachies on which now much useless labour is spent ” 
(41). We shall here diverge from his treatment of money so far 
at least as to think it permissible to discuss his first two “books,” 
entitled respectively A General View of Econonucs and The 
netermirudion of the Prices of the Factors of Production, apart 
from the third and fourth books on Money and Crises {Konjunctur- 
bewegungen) respectively. The work having been already re- 
viewed as a whole in the Economic Journal (1919), we take leave 
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to conc^trate attention on the parts to which the reviewer 
pointed as “of special interest for English economists.” 

This half of the work may indeed be regarded as a whole 
complete in itself. The relation of its parts to this whole is 
artistic. The refined pleasure of contemplating the Many in One 
is afforded by the spectacle of the economic system — the prices 
of all commodities and all factors of production — deduced from 
one single simple principle, that which underlies the action of 
supply and demand. May not the mechanism of industry 
presented deserve the character of a “ scientific poem ” which has 
been attributed to celestial mechanics? We might at least com- 
pare our author to a first-rate astronomer who should compose a 
treatise at once summary and comprehensive presenting in lucid 
order and due j)erspective the main results obtained by his pre- 
decessors and by himself. In such a work it is inevitable that 
those who are conversant with the science should find much which 
has not the charm of novelty. Now we are treated to a mathe- 
matical analysis of miirket in the manner of Walras, with “tech- 
nical coefficients” which correspond to the coefficients of pro- 
duction proper to the Lausanne school (110-116). Now we come 
upon the doctrine of Dr. Marshall that “the farmer will lay out 
capital and labour on land for which a fixed rent (per unit of 
land) is payable up to the point at wliich it is indifferent whethei’ 
a specified sum of money should be €m})loyed to procure the use 
of more land or more capital and labour ” (242). The maturer 
student would be assisted in finding his way to matter of fresh 
interest by a fuller table of contents and by a logically constructed 
index. We may also recommend, with the view to a translation 
into English, which we hope is in contemplation, the useful 
device of marginal headings. As for beginners, the matter as 
well as the form will prove acceptable to them. The half- 
volume under consideration, with the omission of certain passages 
which we shall indicate, may be recommended as perhaps the 
best introduction to what may be called the modem higher 
economics. 

The perfection of form wliicli we admire, the conception of 
the economic system held together by a single simple principle, 
like the solar system by gravitation, would seem to us even more 
admirable if the author had employed a more conventional ter- 
minology in his enunciation of that first principle. The continual 
use of the term “scarcity ” (Knappheit), where supply-and-demand 
might have been expected, jars (3, 120, 289, et passim). Of 
course, scarcity is a condition of value-in-exchange. We all know 
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that air and water, if not scarce, have not that kind ^of value. 
Moreover, a sort of scarcity is implied in the condition of Gnomic 
equilibrium that the yield of any factor at the margin of produc- 
tion should increase at a decreasing rate. . But our author has not 
much use for margins. He is so afraid of their abuse (118). 
Marginal productivity is not to be adduced as an explanation 
{ErkliiTungsgrund) of price (272). For it is as much an “un- 
known” as price. But quis negavii? At least, what mathe- 
matical economist ever denied this relation of margin to price? 
What competent economist of any school can deny it after the 
repeated and explicit explanations given by Dr. Marshall that 
“marginal uses indicate but do not govern value” (Contents, and 
corresponding passage at p. 410, Principles, edn. 5, p. 517, note, 
et passim)? The usefulness of this index, in our judgment, out-" 
weighs the danger of its abuse. The fear of making the weak 
brother to olTcnd should not deter us from using the principle 
which Professor Pigou has laid down as the corner-stone of W ealth 
and W eljarc. Professor Cassel’s scruples and our criticisms apply 
equally to marginal utility (118). There is here in his view the 
additional objection that w'e are overstepping the boundary 
between economic science and psychology (67). But we do not 
accept his ruling as to the limits of the subjective in economics 
(11). Taxation is an integral part of economics; and psychology 
enters largely into modern taxation. We are not prepared to 
rule out all talk about justice as the “expression of confused 
hyperbolical conce])tions which have no place in a scientific 
exposition ” (150). 

Some further criticisms of Professor Cassel’s doctrines will 
transpire in the course of the following remarks respecting criti- 
cisms which he has passed on several eminent economists. We 
cannot defend Picardo against the charge of “dualismus” (263). 
We agree that the existence of rent-free land at the margin of 
cultivation is not essential to the theory of ground rent (248). 
We also agree as to the distortion of Picardo’s doctrine by Marx ; 
and as to “the ridiculously exaggerated importance which has been 
attached to this Socialist thcory^ of value,” not only by the apostles 
of Socialism, but by its opponents (261). A science which makes 
concessions to scholastic like that of Marx does not know 
what is due to itself (157). Two English Socialists who 
have not bowed the knee to Marx, '^das Ehepaar Webb,*' are 
treated more respectfully (277). But their ideal theory can hardly 
be fulfilled perfectly in real life (278). Against Socialists in 
general it is argued with force that interest and wages will per- 
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sist in a Socialist regime (217, 316). The writer appears to think 
that price determined by the play of demand and supply affords 
the only satisfactory principle for the distribution of capital and 
labour (61, 185, 109). Consistently he rules out rationing and 
maximum prices as not applicable in peace time (Appendix, 561). 
His ideal seems to be that which Professor Carver lately described ^ 
as one of four possible labour programmes, namely, “balancing 
up,” securing less inequality between marginal utilities, e,g., of 
labour and capital. We fear that the many will not be i>er- 
suaded to confine themselves to this method. They may not 
accept the economist’s opinion that permanently favourable results 
can only be attained by political economy when it works in har- 
mony with the principles of supply and demand (tauschwirtschafU 
lichen Principien) (151). The working of those principles, how- 
ever “normal,” may not seem to them “desirable” (wunschen- 
wert) (105). In this connection (221) and generally the subtle 
criticisms concerning capital and interest deserve attention. Some 
important remarks upon Jevons* and Bohm-Bawerk’s theories are 
repeated from the author’s earlier work on the Nature and Necen- 
sity of Interest (160). We cannot dispute the final verdict on 
Bohm-Bawerk. “He never w^as able to adopt in its entirety the 
modern scientific conception of price-determination as one and 
the same process which simultaneously determines all prices, both 
those of the finished goods and those of the factors of produc- 
tion ” (162). 

But we protest against the injustice of imputing a similar 
defect to the doyen of English economists. Why, most of us have, 
learnt the “modern scientific conception” from Professor Mar- 
shall. There is no other original authority, except Walras. Wo 
read, therefore, with amazement that “the whole of Marshairs 
system is an attempt to evade (umgehen) the principle of scarcity” 
(Knappheit), to eliminate (auszuscHalten) scarcity “as a doter 
mining moment of price-formation” (139). Which signifies, 
presumably, that the English author does not recognise the 
essential unity of the process that determines all prices. Thus, 
instead of making the price of a factor-of-production dependent 
on Knappheit only, “in Marshall’s conception ‘costs’ (‘real 
costs’) represent a personal service, an effort, a sacrifice” (einc 
personliche Leistung, eine Anstrengung, erne Aufopferung) (75). 
It may be noticed, however, that even Professor Cassel admits a 
certain differentiation of the generic conception in the case of 
the offer of factors-of-production not absolutely limited in quan- 

^ Referred to Economic Jottbitil, vol. zxix., p. 257. 



1920] 


PROFESSOR OASSEL’S TREATISE 


535 


tity; the scarcity appears in the sluggishness (Trdgheit) with 
which the increase of the factor follows a rise of price (134). 
Would he be satisfied with Dr. Marshall’s explanation that the 
“discommodity of labour may arise” “from its occupying time 
that is wanted for pastime, or for social or intellectual pursuits” 
(Principles, ed. 3, p. 216)? Or is the real cost considered too 
psychological? That is certainly part of the objection to “con- 
sumer’s surplus ” (70). We have already replied to this objection. 
We must pass over others which seem to turn largely on the 
definition of terms. We go on to the culminating charge (243), 
that Marshall follows Eicardo in distinguishing rent from the price 
of other factors of production as not forming an element in the 
cost of production or the price of a product. Perhaps the critic 
has not made sufl&cient allowance for the English writer’s un- 
willingness to break with the phraseology of his classical pre- 
decessors. Professor Cassel is the last man to appreciate this 
reverence for the past ; he who tells us that “in the course of 
his economic studies he soon became convinced that the whole 
of the so-called theory of value, with its endless logomachies and 
its unfruitful scholastic, should be thrown into the waste-paj>er 
basket of theoretical economics.”^ (Preface, v., c/. 41). The 
Swedish sago would no doubt refuse to phrases the permanence 
which Burke in eulogy of the English character claims even for 
prejudices. “Instead of casting away all our old prejudices,” 
says Burke, “we (English) cherish them to a very considerable 
degree. . . . Many of our men of speculation, instead of 
exploding general prejudices, employ their sagacity to discover the 
latent wisdom which prevails in them.”- \Vc could wish that 
Professor (tassel had employed his sagacity in discovering the 
wisdom which is latent in the practice of the classical economists 
and patent in Dr. Marshall’s repeated explanations respecting the 
peculiarities of land as compared with other agents of production. 
But we are disj^ensed from the disagreeable task of refuting 
objections founded on misinterpretation by recalling that answers 
have already been given in the Economic Journal to substan- 
tially identical objections made a quarter of a century ago by 
writers of great intelligence, but somewhat deficient in intellectual 
sympathy. We may refer in particular to the review^ of Wick- 
steed’s Latvs of Distribution, 1894. In the judgment of the 
reviewer, Mr. Flux, “to show that the payment for land may be 
expressed in the form of the marginal productivity of land does 

^ Zu der auszumuatemden Ballwt der theoretisclien Okonomie geli6rt. 

* Bf flection* on the French Revolution. 

No. 120. — ^vot. XXX. o o 
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not destroy the value of the conception of it as a surplus.” There 
is an “essential feature which distinguishes the treatment of 
land and some other agents.” In the Economic Journal for 
1891 the reviewer of Professor Marshall’s second edition did not, 
like our author, find a “want of clearness in Marshall’s conception 
of mutual dependence.” ^ Eather, it is recalled that as far back 
as the year 1872 the principle had been clearly enounced in these 
wordsj-quite as clear as any which Professor Cassel employs 
half a century later : “Just as the motion of every body in the 
solar system affects and is affected by the motion of every other, 
so it is with the elements of the problem of political economy.” 
The reviewer of the third edition of the Principles in the Journal 
of 1895 quotes at length passages embodying the truth which 
Professor Cassel supposes to be ignored. “The question whether 
he (the cultivator) has ca^rried his cultivation of a particular piece 
of land as far as he possibly can, and whether he should try to 
force more from it or to take on another piece of land^i^ of the 
same kind as the question whether he should buy a new plough 
or try to get a little more work out of his present stock of 
ploughs” (Principles, Book II., Chap, ii., § 5, ed. 3). After 
this explicit explanation it becomes a mere question of wo^'ds, 
adds the reviewer, whether we should retain the old formula : 
“Eent does not enter into cost of production.*’ The critics w^ho 
complain of Dr. Marshall’s differential treatment of land forget 
that he, by his doctrine of the “margin of building” and that of 
cultivation, has done more than any other economist to exhibit 
that truth on which they insist. Their criticisms attest the 
correctness of their own views rather than their ability to 
appreciate the views of others.* 

P. Y. Edgeworth 
Mr. Cole’s Social Theories 

Chaos and Order in Industry, By G. D. H. Cole. (London *. 

Methuen and Co. 1920. Pp. viii-f292.) 

Mr. Cole has given us realistic studies of Trade Union 
problems, and idealised pictures of a future commonwealth : in 
his latest book (we write in July) he promises to relate the actual 
with the ideal, and to develop in separate detail, for a number 

^ “ DieUnklarheit der Marshallschen Idee dergegonaoitigen Abhiingigkeit tritt 
hierhervor*’ (246). 

* Some of these expressions are borrowed from the present writer’s article on 
the “Theory of Distribution,” in the Quarterly Journal oj Economics for 1904, 
where references to anticipations of Prof. Cassel’s objections may bo found. 
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of leading industries, what he regards as immediately practicable 
steps towards the establishment of democratic control. This 
promise comes as a great refreshment to the bourgeois reader, to 
whom the mutual polemics of Coleite and Hobsonite are apt to 
bear a faint flavour of Big and Little Endianism, and who finds 
the record of the competitive body-snatching of Craft and Indus- 
trial Unions more palpable indeed, but even less exhilarating. 
On this occasion Mr. Cole has made a gallant attempt to pitch 
his tent somewhere between the Trade Tmion Lodge and Cloud- 
cuckoo-land ; but now and again a sand-storm blows it away. 

The real starting-point of his argument (though not fully 
elaborated till late in the book) is that the main current justifica- 
tion of Capitalism — that it tcorks — is being progressively under- 
mined by the apathy and discontent of large sections of Labour, 
and the consequent insecurity as to whether Capitalism can 
"deliver the goods.” Mr. Cole reminds us that this is admitted 
even, and indeed especially, by those who most deplore it ; and he 
is fully justified in urging that this is of itself a strong argument 
for a change of system. He is justified too in the effective use 
he makes of various specific excesses of Capitalism, such as the 
deliberate restriction of output by certain combines, and the 
celebrated cotton-mill transactions of last year. 

There are other things too in this book w^hich will win the 
approval of that elusive person, the impartial outsider. Such are 
Mr. Colo’s admirable distinctions between the powers of negative 
control or obstruction at present wielded by the great Trade 
Unions, and those powers of positive control or government to 
which he would have them aspire ; his scant sympathy for fancy 
Labour currencies ; and above all his discussion of the mechanism 
of appointment under democratic control. 

Of the chapters on specific industries, that dealing with the 
railways is much the most effective. It is early to judge, but it 
seems doubtful whether the fragments of "private enterprise” 
and "financial incentive” left either by the American Transporta- 
tion Act or by our own Government scheme will prove to have 
been worth preserving, and will not have to make way for some 
such plans as those outlined by Mr. Plumb and Mr. Cole. It is 
in connection with the railways, moreover, that Mr. Cole develops 
some pregnant reflections on the machinery of industrial govern- 
ment which might go far to disarm the most conservative critic. 
The democratic election of "commanders,” he reminds us, does 
not necessarily mean election by the particular group of work- 
people to be commanded ; still less docs it involve the right of 
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summary dismissal being in the hands of that group. '*Demo> 
cracy cannot do without leadership, and leadership without any 
security would be impossible.” Further, “no successful enter- 
prise is ever really managed by a Committee, and none ever will 
be ; but the Committee is . . . necessary for the giving of general 
directions and for the criticism of methods and results.” 

About mining Mr. Cole has not much that is fresh to say. His 
interpretation of the Miners’ Federation scheme of Nationalisa- 
tion is curious. It is that the non-Fedcration members of the 
Mining Council are to be entirely representatives of the industry 
— experts, technicians, etc. ; and that large and undefined powers 
over prices, wages and capital development are to remain outside 
the Mining Council with some organ of the State. If this is a 
correct gloss, it is high time that the Miners’ scheme was 
drafted more explicitly : for Mr. Hodges himself, who appears 
in his book to regard the “other half” of the Council as repre- 
senting the consumers and the nation, would seem to be in danger 
of mortal heresy. 

As regards engineering, Mr. Colo pins his faith to the “collec- 
tive contract.” The members of the workshop are to contract 
collectively with the employer for specific jobs, making their own 
arrangements for the division of pay, the exercise of discipline, 
and even the hours of work. There is clearly a lot to be said for 
this idea of “encroaching control,” which involves the com])letc 
taking over of certain limited functions, and to which an instruc- 
tive political parallel might be drawn from the “dyarchy ” of the 
Montagu-Chelmsford reforms. But in view of the admitted dis- 
harmonies between skilled and “less skilled” in the engineering 
industry, is caution superfluous lest the system should degenerate 
into something not far removed from that “semi-capitalism ” to 
whose evil prevalence in ninet-eenth-centiiry industry Mr. Fay’s 
recent researches have called attention? 

As to the building industry, Mr. (3ole is justified in acclaiming 
the important experiments of Ihe new Building Guilds, and in 
drawing attention to the yet more far-reacliing (though still, w’c 
think, abortive?) ])roposals of the Foster Keport. Qum bene 
everUnt! But is it perhaps a little artless to suggest that the 
considerable financial difficulties sliould be met “by a more 
reasonable attitude in respect both of rents and of financial 
facilities by the Ministry of Health ” ? After all, f>oor old “ private 
enterprise ” might plausibly urge that its chief trouble has always 
been that people want to have houses without paying for them. 
And as for luxury building (with which Mr. Cole classes factory 
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building as “the wrong type of work”), is it the capitalists who 
fill the cinemas? How many “financiers” assisted at the 
triumphal disembarkation of Douglas and Mary? 

On shop-keeping and co-operation Mr. Cole has some sensible 
things to say. But even cordial well-wishers of the co-operative 
movement may be rather staggered to find that the successful 
private trader is to be speedily eliminated, not by its sui)erior 
efficiency in supplying public wants, but by the simple process 
of transfening his business to it by law ! And a little later it 
appears that this is to be the fate of the flour-milling, soap, boot- 
making ^ and tailoring trades as w^ell. Alas! we are in Cloud- 
cuckoo-land after all. 

Mr. Cole’s work is so full of knowledge and power that it is 
of interest to inquire rather closely why it does not carry instant 
and overwhelming conviction. Eloquent, industrious, imaginative 
and sincere — ^how is it that he still leaves us unregenerate? 
Perhaps the answer lies in a certain naivete of mind, at once 
disarming and irritating, which glimmers through his most 
elaborate constructions. In the first place, he is curiously san- 
guine about the simplicity of the problem of providing for a 
growing population with a rising standard of life, and curiously 
oblivious of the real means by which, after a fashion, it has 
hitherto been done. Mr. Cole cannot be accused of undervaluing 
brain-wwk ; no one has done more to explain to the manual 
workers what good and important fellows the “salariat” — ^tho 
technicians and supervisors, the tacticians of industry — really are. 
But industrial strategy, the initiation of policy, imaginative pre- 
vision — all that is connoted by Dr. Marshall’s phrase, “construc- 
tive speculation” — where do these come in? Mr. Cole seems 
uneasily aware that the more Olympian lyix3 of entrepreneur or 
business man or whatever we like to call him, is not as yet a mere 
functionless excrescence, but that his passing will leave a gap to 
be filled. Yet is any real provision made for filling it? That 
seems to be the fatal limitation of Mr. Cole’s policy of dyarchy 
or “encroaching control.” To revert to the Indian analogy, would 
the most complete control over local sanitation fit the Indian 
people for the control of foreign relations and imperial finance, 
unless supplemented by some kind of educative association in 
the discharge of those exalted functions themselves? And will 
the most complete control of workshop conditions fit the Trade 
Union for control of the broader issues of business policy unless 
it sits at the feet of those who know their job, profit-mongers 
though they be? 
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And this brings us to a second manifestation of Mr. Cole’s 
ingenuousness — a certain prndishness, born perhaps of defective 
analysis, on the subject of Profit. The old slogan that “Pro- 
duction should be for use and not for profit” conceals in rather 
cloudy language a valuable element of criticism and exhortation ; 
but when the antithesis is pressed, as Mr. Cole presses it, to the 
bitter end, it is surely found to contain also two quite misleading 
implications. First, that the production of relatively unnecessary 
or even pernicious things is bound up with a particular system 
of remuneration, whereas in fact it has its roots partly in the 
unfortunate liuman propensity to waste money, i>artly^ in the 
inequality of incomes : an inequality which would presumably 
be reduced, but apparently not abolished, by Mr. Cole. Secondly, 
that the sphere of fluctuating profit is co-extensive with the sphere 
of personal greed — surely an unduly simple reading of the riddle 
of human motive. Mr. Cole himself makes a curious exception 
in the case of shopkeeping : the small shopkeeper, it appears, is 
not a “capitalist”; in this calling, for no very obvious reason, 
success and not the method of remuneration becomes the hall- 
mark of infamy. And will not the price of those “collective 
contracts” in the engineering trade depend upon demand and 
conjuncture, and partake of tht' essence, if not of the name, of 
profits? Yet it would be absurd, of course, to suppose that a 
shop-committee could be greedy. 

In any case, is it any use to be so strait-laced? Over the 
great field of not immediately nationalisablc industry, is there 
any other road to the higher itidustrial functions but Partnership? 
Mr. Cole condemns “Whitleyism ” in unmeasured terms; and 
if it is to be nothing but a new channel for bargaining and the 
exercise of negative control — if it really contains no germs of 
partnership in government — he is right to treat it as of relatively 
little account. But the shrill fury of his attack seems to argue 
not so much a conviction that Whitleyism is incapable of develop- 
ing into constructive partnership, as a fear lest by mischance, 
if Mr. Colo’s back is turned, it should do this very thing. “Joint 
machinery, whatever its character, has nothing to do with the 
working-class demand for control.” “Joint machinerj' is purely 
an instrument for negotiating with the employer, and is in no 
sense a way by which the workers can enter upon the control 
of industry.” In such tones speak the magic-men of all ages, 
uneasy at the dawn of common sense. 

Here is a suggestion — impertinent perhaps, but made in 
genuine admiration of Mr. Cole’s great gifts of mind and spirit. 
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That for, say, two of the ten years (is it?) that capitalism has 
yet to run, he should abstain from the writing of books. That 
during tliis time he should seriously try to discover why people 
not devoid of intelligence or faith still detect signs of seaworthiness 
in the old ship Private Enterprise, and still hold that a voyage 
in her as mate would be no unworthy schooling for the future 
skipper of the new ship Democratic Control. Then let Mr. Cole 
break silence, and give us, if he can, the book for which we are 
waiting, the real itinerary to Cloud-cuckoo-land, the book which 
shall be for the new age what the Wealth of Nations was for the 
bad old times when production was for profit and not for use. 

D. H. Robertson 



NOTES AND MEMORANDA 


An Excess Income Tax 

One of the most obvious and pressing necessities of the 
present fiscal situation is the substitution for the existing 
Excess Profits Duty of some form of taxation which will 
be more equitable in its incidence and have a less liarmfiil 
effect on enterprise and industry. The project of a “Capital 
Levy ” is now outside the scope of practical politics, and a special 
tax on business profits in its present form of a Corporation 
Profits Tax is not likely of itself to maintain the income of the 
Exchequer at a sufficient level when the Excess Profits Duty 
reaches the later stages of its contemplated curtailment. It 
seems clear that for that purpose additional revenue will have 
to be gathered from several sources, inasmuch as no single sub- 
stitute will make good the loss incurred by the repeal of so 
fertile a tax as the Excess Profits Duty has proved to be. New 
taxes are, as a rule, particularly expensive to collect, and there- 
fore it is desirable that existing taxes should first be examined in 
the hope of discovering some means of adaptation or improve- 
ment which, without undue hardship, will provide additional 
revenue. A mere increase in the rates of the Income Tax on 
the existing scheme is open to the objections urged by Dr. Stamp 
in his discussion, in The Economic Journal for December, 1919, 
of the special taxation of business profits ; but it is suggested that 
such an increase by no means exhausts the possibilities of the 
case. Under the Income Tax at its present state of development 
equity is sought for in three ways — by the exemption of the 
minimum of subsistence of the taxpayer and his dependents, by 
relieving “earned*^ as distinct from ‘‘investment’* income, and 
by graduating the effective rate of tax. On the other hand, the 
Excess Profits Duty, in general, ignores these factors, but levies 
a special toll on increases in business profits. It is proposed to 
discuss here the desirability and practicability of extending the 
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scheme of the existing Income Tax so as to apply to that per- 
manent tax the economic conceptions which are the vital prin- 
ciples of the admittedly temporary Excess Profits Duty. 

It is assumed that the conception of sacrifice is accepted as 
the proper foundation on which the standard of fiscal equity — 
whether “equality of sacrifice” or “minimum sacrifice” — is to 
be reared, but it is desirable here to refer to one of the somewhat 
neglected implications of this conception of sacrifice. The 
conception has not been pressed — and there appears to be no 
sound reason why it should be — to the point at which an attempt 
would be made to take account of differences in individual tem- 
perament as affecting the degree of sacrifice. It would be, for 
instance, clearly repugnant to ordinary standards of justice to 
equate by some “ relief ” the miser’s sacrifice to that of the spend- 
thrift. Some idea of a normal temperament is required, and the 
equality or minimum sliould be sought for after considering those 
objective circumstances which, in such a case, would intensify or 
reduce the feeling of sacrifice. Hitherto, with the very notable 
exception of the Excess Profits Duty, too little atlention has been 
paid to the fact that among the factors to be considered is the 
variation upwards or dowmwards in the quantum of the taxable 
mass. In society, as it is constituted to-day, there is a certain 
approach to fixity as regards individual standards of expenditure : 
each person has liis owm habits of life, his own standard of saving, 
his own private charges for charity or the assistance of dependents 
— in a word, his own habitual commitment, the amount of which, 
though rising and falling with the increase or decrease in his 
income, moves more slowly and witliin a narrower range. The 
degree of acuteness of the sacrifice is largely determined by the 
extent to which the payment of the tax impinges upon the 
habitual curnmitraent, and conversely where the payment has 
left that portion of the total income untouched, as, for example, 
where an increase in income coincides with an increase in the 
statutory rates of tax, the “sacrifice” is greatly reduced. Con- 
sider, for instance, three men each having this year an income 
of £3,000, whose incomes in the past have been £2,000, £3,000 
and £4,000 respectively; is equality of sacrifice obtained by 
requiring the same payment of Income Tax from each? Clearly 
not. That doctrine can be satisfied only by requiring more from 
the person whose income has risen, and less , from one whose 
income has fallen, than from the third whose income is stationary 
and whose sacrifice is normal. The point appears to have 
received little consideration from^ the theoretic standpoint, but 
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its conscious or unconscious application is discernible in fiscal 
legislation. For instance, from 1842 to 1907 Income Tax relief 
was given to falling business profits,^ and though the provisions 
were repealed in 1907 they were re-enacted and greatly extended 
during the war ; it has also been suggested ® that the application 
of the consanguinity basis to the Death Duties derives at least 
some portion of its justification from the fact that the more 
remote the relationship the more unexpected the benefit, and 
therefore the greater the faculty or the less the sacrifice ; and 
the special taxation of “windfalls,** which was one of the most 
cogent arguments in favour of the Excess Profits Duty, has one 
of its roots in the same principle. If equality of sacrifice is to 
be achieved, the dynamic as well as the static condition of the 
income must be considered. An upward variation in the taxable 
mass implies a sub-normal, and a downward variation implies a 
super-normal, sacrifice in the payment of any given amount of 
tax. So long as the rates of Income Tax were low, this varia- 
tion from normal sacrifice was small, but as the rates of tax 
have risen so the payment has tended to press more and more on 
the habitual commitment, and so long as they remain at or near 
their present levels the question of variation must remain one 
of considerable importance. This leads to the conclusion that 
increases in incomes not anticipated by commitment are particu- 
larly able to bear taxation, and that a reduction in, or repeal 
of, the Excess Profits Duty should be coupled with a progressive 
attempt to levy a special Income Tax in such cases. 

Before considering the most practicable mode of proceeding, 
it may perhaps be w^ell to refer to one or tw^o other aspects of 
the question. 

(1) One advantage of such a tax would be that it would be 
laid on the individual and not on the business. As Dr. Stamp 
has pointed out, “ability,** as usually understood, connotes indi 
vidual ability, and the Excess Profits Duty, by taxing a company 
without reference to the circumstances of the shareholders, may 
work counter to the generally accepted ideas of fairness. As ho 
says in his article of 1919, “every individual in an excess-making 
company may for other reasons have a reduced total income.*’ 
Tliere are theoretical grounds for the special taxation of business 
profits as such, but it may be doubted whether they could 
properly sustain a heavier strain than the Corporation Profits 
Tax which is to come into operation for 1920. 

^ Income Tax Act 1S42, Section 133. 

- Cf, Soward and Willans, The Tcixation of Capital, 1019, p. IIO. 
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(2) It would enable “income” to be dealt with as a whole, 
and thus avoid the difficulties and friction engendered by allow- 
ances for the operation of increased capital, for the element of 
earnings of management of paid employees receiving abnormal 
remuneration, and for the exemption of certain classes of profits, 
such as those of employees, farmers and professional men. A large 
proportion of the litigation and the administrative problems of the 
Excess Profits Duty centred round these and similar questions. 
An Excess Income Tax w’ould not only be more consistent with 
the accepted principles of equity, it would also be more easily 
put into simple statutory form, and much less likely to 

cause litigation and heart-burning among the payers, than 
a tax on “profits,” whether inclusive of all its elements, 
or wdiether exclusive of interest or earnings of management 
or both. At the same time, seeing that “profits” form 
by far the largest class of fluctuating income, the tax 

would be derived from very much the same source as the Excess 
Profits Duty. 

(d) Admittedly, it would involve a serious breach of the 

principle of taxation at the source. The question of evasion 
will be referred to again in connection with a suggested 

scheme for practicable working, but it will be found that the 
chief difficulty is not that of determining the quaniurn of taxable 
profit, rather is it the less serious difficulty that now confronts 
I he administration in the assessment of Super Tax, namely, the 
calculation of the individuars share of the total ascertained 
business profit. 

(4) Such a tax would have a very healthy effect on the 
general body of taxpayers. The nmivcau riche is usually the 
worst offender in the embitterment of the wage-earning classes 
by lavish and often unwdso expenditure. A tax which, though 
f^quitable and profitable to the Exchequer, kept within reasonable 
bounds the open dissipation of the uncommitted margin of a 
rising income, should have valuable results in reducing the dis- 
content and envy on the part of others which such expenditure 
inevitably provokes. 


A Practical Schenu. 

An Excess Income Tax w-ould not be collected except at some 
expense, but it is submitted that the ratio of cost of collection 
would compare favourably with that of existing direct taxes and 
be far below that of any other feasible innovation. It is un- 
necessary here to enter into questions of detail, but it is proposed 
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to indicate the nature of the suggested scheme and to add some 
brief discussion of its general principles : 

(1) All incomes below the limit of exemption from Super 
Tax would be exempt from Excess Income Tax. 

(2) Excess Income Tax would be levied on the excess of 
the total income of the individual over (a) his average income 
for the previous three years, or (b) to £2,000, whichever be 
the greater. 

(3) In the event of a deficiency, or negative excess, repay- 
ment would be made at two-thirds the rate chargeable ; a three- 
years’ limit would apply to the carrying forward of deficiencies 
or the bringing of excesses into the account for repayment 
purposes. 

(4) Where a source of income wms transferred by gift or 
through deatli of the grantor, the income for the three pre- 
vious years should be transferred from the average standard 
of the grantor to the grantee. 

A cardinal virtue of such a scheme is that it would require 
- subject to a possible exception to be referred to—no additional 
declaration of income from the taxpayer. At present every 
person receiving an income of .£2,000 and upwards is liable to 
declare his total income for the pur|x>se of assessment to Super 
Tax, and the declarations so made could be utilised for the 
supplementary Excess Income Tax. The possible exception 
w’ould arise in the unlikely event of the retention of the present 
system of assessing business and professional profits to the 
ordinary Income Tax on the basis of the tliree-years’ average, 
in spite of the recommendation of the Koyal Commission on the 
Income Tax of the substitution for that basis of the profits of the 
preceding year. At present the declaration for Super Tax pur- 
pose for, say, the financial year 1921-22 is, so far as such profits 
arc concerned, on the basis of the average profits of the three 
years 1917-18, 1918-19 and 1919-20, assuming that the recom- 
mendation in question receives legislative force, the declaration 
would be on the basis of the profits of 1919-20, and the Excess 
Income Tax for that year could be assessed simultaneously with 
the Super Tax liability for 1921-22. The lioyal Commission 
were “rather reluctantly driven to abandon any intention of 
recommending the year of assessment as the basis for all pur- 
poses,” and expressed the hope that “at some future time . . . 
Income Tax may yet be charged on the income of the actual 
year.” It is obvious that such a change would facilitate still 
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further the assessment of an Excess Income Tax as an integral 
part of the total direct taxation of a year’s income, by eliminating 
the undesirable length of time between the year when the 
excess income accrued and the date when the assessment would 
normally be made. It will be observed that the standard rises 
and falls, but more slowly and within a narrower margin than 
the actual income. It can therefore be claimed that the standard 
would have some substantial claim to play the part of the 
habitual commitment in the determination of [he amount of 
income fairly chargeable at a special rate. 

The mobility of the standard is obviously essential in a per- 
manent tax, and it is also required by the fundamental concep- 
tion of the eiTect of “variation ” on sacrifice ; in addition, it would 
be of prime importance in the successful administration of the 
tax. The question of evasion of Income Tax and Excess Profits 
Duty is a very disturbing one ; the war sharpened the edge of 
the public conscience, while at the same time it necessitated the 
raising of rates of duty to levels which greatly increased the 
temptation to evasion ; it is to be feared that the cessation of 
hostilities has dulled the edge of conscience, while the temptation 
remains nearly as great as ever. Fortunately for the adminis- 
tration of taxes on profits, the increased complexity of modern 
business and the geYierally recognised principle that all persons 
interested in a business, whether as owners, partners, employeCvS 
on commission or shareholders, should be protected by verification 
of the books of account by independent audit, have greatly fostered 
the art of accountancy both in the efficiency of its methods and 
in the flexibility wdth which it adapts itself to the circumstances 
of different industries. To tliis progress and to firm and wise 
administration on the part of the Board of Inland Ttevenue is 
largely due such success in the restriction of evasion as has been 
attained. Rut the importance of this question, both from the 
material point of view’ of the yield of the Income Tax and of 
the effect on the general community, can hardly be overrated, 
and any reconstruction or adaptation of a tax on income must 
therefore be judged to a large extent on its liability to evasion. 
A moving standard has this outstanding merit, that the person 
w^ho contrives a successful evasion automatically depresses his 
own standard for the future and may run a risk of incurring 
heavy penalties for little or no ultimate gain. For this reason 
no “loading” of the standard by the choice of years could be 
admitted, and, indeed, there seems to be no valid reason why 
it should be called for, except that it w^ould probably be sug- 
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gested on the quite misleading analogy of the Excess Profits 
Duty. 

The exemption limit, it is suggested, should be the same as 
for the Super Tax, partly because that would facilitate the 
practical working of the scheme as an adjunct to an existing tax, 
and partly because that limit seems to provide a reasonable line 
of demarcation between the field where a moderate rate of duty 
would provide a substantial revenue and that where the prob- 
able yield would entail too high a ratio of trouble and expense. 
Further, as regards moderate incomes, the “habitual commit- 
ment” seems to respond more quickly and effectively to any 
increase in income. 

The question gf the negative excess or “deficiency ” raises 
this difficulty, that, if repayment is to be freely permitted, the 
ultimate effect might reduce the total revenue to small propor- 
tions. In general, the income of an individual does increase up 
to the point of retirement, but there may then ensue a more or 
less prolonged period when the income is reduced, and if repay- 
ment is made without check or limit in respect of the deficiencies 
so arising, the tax becomes in some sense a pension fund. The 
retrenchment of expenditure when income is falling is, in 
general, a prime duty, and in the case of retirement is customary 
and frequently easy-old age often finds its chief pleasure in its 
earlier comforts rather than in its earlier luxuries. It is there- 
fore suggested that repayment should be subject to two restric- 
tions — first, that the rate should be less than the coiTcs|X)nding 
rate for payment ; and, second, that no computation for assess- 
ment or repayment should take into account excesses or 
deficiencies applicable to any period prior to the three years 
immediately preceding the year in question. One ro.sult of this 
w^ould be that the yield of the tax would be particularly sen- 
sitive to, and sympathetic witli, trade fluctuation. It may hi‘ 
objected that already too larg<? a |)ortion of the revemie is sym- 
pathetic, and that it would be unwise to adopt any fiscal scheme 
which would increase the risk of a Budget deficit whenever 
general trade conditions became adverse. But industry and 
commerce represent the only sources from which for some time 
to come the heavy demands of the Exchequer can bo met, and 
therefore the fact ha.s to be faced that revenue is, and must 
remain for a long period, sympathetic to trade conditions. In 
this connection it may be suggested — though the point is not, 
perhaps, closely germane to the present topic — that the time 
has come for a breach with the e.stablished practice of forecasting 
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a definite revenue, and applying a surplus to reduction of debt, 
if it is not— as it probably would be— “raided” for some other 
purpose; the wiser and more business-like course is surely to 
frame the Budget for a definite amount of debt reduction and 
carry forward to the next year any surplus or deficit on the 
National Accounts. If this were done, the objection to taxes 
sensitive to trade fluctuation would be greatly reduced. Another 
point in the same connection it that the restriction of the allow- 
ance for deficiencies would penalise fluctuating profits which 
hitherto have received lenient treatment under the Income Tax 
Acts, special relief being given to falling profits, with no con- 
verse accentuation of tax in the case of rising profits. This is 
admittedly a real difficulty, but two considerations may be 
advanced tending to justify a certain amount of stress in the 
taxation of fluctuating profits. In the first place, such profits 
usually possess something of the “windfall” nature; the “wind- 
fall” has two characteristics from the fiscal standpoint— it is 
not covered by committed expenditure and it has an element of 
luck ; the latter feature may justify some special rigour in the 
treatment of the former. In the st'coiid place, an income subject 
to super-normal fluctuation does, in general, imply a sub-normal 
habitual commitment ; the exceptions arc many and obvious, the 
nature of the business may attract to itself or cultivate the 
rcckle.ss temperament, but, given ordinary pnidenoe and .self- 
restraint, a man whose profits arc subject to violent fluctuation 
does, in fact, usually leave unexpended a larger margin of his 
income than another receiving a fixed, or less fluctuating, income 
of the same average amount. At the same time, few would be 
inclined to envy a Chancellor of the Exchequer called upon to 
defend the reduced rate of repayment on these somewhat abstract 
grounds, and it would clearly be a difficult matter to carry the 
point {Xilitically. It is suggested, however, that the scheme out- 
lined above is not without some merits, oven if this point were 
waived and ]iayment and repayment made at the same rates. 
There is, and presumably will continue to be, a large class of 
men who, during the course of their business careers, build up 
considerable fortunes out of incomes increasing from year to 
year ; in such cases the advancing income implies a sub-normal 
sacrifice which might reasonably be equated by a supplementary 
Income Tax in some such form as that indicated here. 

R. W. Green 
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The New South Wales Scheme for the Grading of Wages 
According to Family Needs 

At a time when questions of wages~the principles on which 
they should be regulated and the scale which different industries 
and professions can afford to pay — are occupying a larger share 
of public attention than ever before, it is curious that one aspect 
of the subject is almost invariably ignored. In such discussions 
it has become customary to take it for granted that in the case 
of men-workers the minimum scale adopted shall be at least 
sufficient to cover the primary cost of maintaining a family — 
the mean family being usually reckoned as five persons. For 
example, the Eeport of the Dockers* Court of Inquiry states that 
this principle and this type of family were accepted without dis- 
pute by employers and men, and it was further assumed that 
the standard aimed at should include not only bare necessaries, 
but “the comforts and decencies wffiich arc promotive of belter 
habits.** The RejiGrt alludes casually to the facts that not all 
men have families and that all families are not of the same size, 
and says, “if the bachelor case could have been separately treated, 
probably no one would have seen any objection in principle to 
doing so.’* But it dismisses the idea of differentiating betw^een 
married and single men on the ground that it would defeat its 
own ends, since “the cheaper labour would tend to have the 
better chance of the job.** Mr. Eowntree in his Needs of Human 
Labour makes an equally casual allusion to the same possibility 
and dismisses it for the same reason. 

This offhand treatment of the subject is strange when we 
remember that, so far as can be estimated from the available 
figures, the proportion of men who have dejiendent children — 
reckoning the pei*iod of dependency as fifteen to sixteen years, 
cannot well exceed 50 j)er cent. Of these, many, of course, havi* 
less and many more than three children. It follows that a wag(‘ 
system based on the needs of the five-member family involves 
a stinting of the largo families and a surplus jiaid to more than 
half the w’age-eamer.s concerned. As.siiming, therefore, that 
there is a limit, whatever the limit may be, to the proportion of 
the product of each industry and of national income as a whole 
that can conceivably be spent on wages, it is plain that the 
supposed necessity of spending so large a share of it on the 
childless involves a very great lowering of the possible achiev- 
able -standard of family life. 
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From this point of view, the scheme proposed a year ago, by 
the late Government of New South Wales, for (in effect) grading 
wages according to family needs, deserves more attention than 
it has received in this country. The circumstances which led 
to the proposal were as follows : Under recent legislation, the 
New South Wales Board of Trade is required to declare annually 
what should be the minimum wage for men and women workers 
on the basis of the current cost of living. The State Arbitra- 
tion Court has then to fix the wages for each industry under its 
jurisdiction on the basis of this declaration. The rate first fixed for 
males was £3, calculated on the needs of the five-member family. 
The following year it rose to £3 17s., involving an additional cost 
of nearly twelve millions. It was reckoned that this would lead 
to a rise of 20 per cent, in the cost of living, presaging another 
rise in wages the following year. Finding themselves faced with 
an interminable “race between wages and prices,” and threatened 
in addition with a paralysis of industry and growth of unemploy- 
ment, the Government set themselves to devise a method of 
economising, by grading wages according to the family responsi- 
bilities of the worker, without giving the employer an induce- 
ment to prefer single men. The result of their reflections is 
embodied in the Maintenance of Children Bill, 1919, which passed 
the Legislative Assembly, but was rejected by the Legislative 
Council, so is not yet law. The Bill begins by declaring that 
henceforth the minimum wage for male employees shall be based 
on the needs of a man and wife. The wages of women employees 
are not alluded to, but presumably are regulated, as before, 
on the basis of individual subsistence. The Bill then proceeds 
to make provision for the needs of the children as follows : The 
Board of Trade is required to determine annually the cost of a 
child’s maintenance and to asa^rtain the number of children of 
employed jwrsons (excluding domestic servants and agricultural 
workers), children of male and female employees being reckoned 
separately, and the employees divided into twelve wage groups. 
The sums necessary to maintain the children of male employees 
and also of female employees having been thus ascertained, every 
employer is required to pay his share of both sums, calculated 
according to the number of his employees, married or single, 
male or female, into a Central State Fund called the Maintenance 
of Children Fund. This is shared out among the employees 
according to the number of their children, the payments being 
made monthly, not to the man himself, but to the mother, or, if 
she is dead, to the acting female guardian of the children. The 
No. 120. — VOL. XXX. ^ ^ 
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payment for a single child is at a higher rate than that for 
subsequent children. When the wage of the employee is above 
five shillings in excess of the legal minimum wage, the payment 
on behalf of his children is reduced by one-twelfth for every five 
shillings, or part of it, by which his wage exceeds the minimum. 
No payment is made in respect of the children of an employee 
whose income exceeds ^8 a week or d6400 per annum. No 
payment is made while the employee is on strike. 

The Government Eeport on the financial provisions of the Bill 
estimate that the average number of children per man employee 
of eighteen years and upwards is one, and that the effect of the 
Bill would be to reduce the extra cost in wages of nearly twelve 
millions, entailed by the previously proposed flat rate increase of 
17 j. per week per male employee, to an extra cost of six and a 
half millions, a saving of nearly 50 }3er cent. 

Information has been received — but for its validity I am 
unable to vouch — that the new Government of New South Wales 
has announced its intention of reintroducing this Bill, or one 
on similar lines. It is easy, however, to see that it contains 
provisions that are not likely to commend it in its original form 
to a Labour Government. Apart from these, it is manifest 
that the train of thought on which the Bill is based should in 
logic have been carried a little further. By making no distinc- 
tion between the minimum wag<* of the bachelor and the married 
man without children, it appears to assume, as is ])robably the 
case, that the cost of living of a single man in lodgings is not 
markedly less than that of the married man w^ho obtains in his 
wife an unpaid hou.sekeeper. But is this not also true of the self- 
supporting spinster? If the Bill had established the same legal 
minimum for men and women workers, it would have swept 
aw^ay the obstacle which at present prevents the full develop- 
ment of the productive capacities of women workers, by making 
it possible for them to compete in the labour market with men 
on terms that are at once free and fair. Another defect of the 
scheme is that, like our present system, it makes the cost of 
rearing future generations — a matter which surely concerns the 
whole community — a burden on tho.se particular industries which 
employ chiefly male labour, while those industries employing 
principally women and young persons and those in wdiich labour 
of any kind is a small part of the cost of production, escape 
bearing their fair share. Thus the cost of production of textile 
goods, tobacco, and confectionery is lightened at the expense of 
great staple industries such as transport, mining, and agriculture. 
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Considerations such as these point to a general scheme by which 
the primary cost of the maintenance of children .should be 
separated altogether from the question of wages and made a 
general charge on the community. Perhaps, however, it is the 
merit of the New South Wales scheme that it avoids so complete 
a break with tradition as this would involve, and brings a reform, 
which only a few theorists have hitherto dared to suggest, into 
the sphere of practical politics. 

Eleanor F. Eathbone 


Notes on the British Association Meeting at Cardiff, 

August, 1920 

Section F (Economic Science and Statistics) 

President: J. H. Clapham, C.B.E., Litt.D. 

The muster of economists of standing was very poor, poorer 
even than last year at Bournemouth. There were very few 
representatives from the older universities, or, indeed, from 
any of the universities (Nottingham and Newcastle being 
honourable exceptions). There was no one from the Board of 
Trade or other Government Departments concerned with economic 
problems. This abstention is remarkable, in view of the large 
attendance of senior scientists in all the other sections and the 
fact that there is no other annual gathering, so far as we are 
aware, of British economists as a body. It is also highly regret- 
table. Last year at Bournemouth some half-dozen leading 
employers and financiers read papers or contributed to the dis- 
cussions. This year some admirable papers were read by junior 
economists, who would have been the first to welcome criticism 
and further conversations with their seniors. As an industrial 
centre Cardiff was without rival. Each afternoon the Section, 
either with other sections or separately, visited industrial estab- 
lishments — docks, tinplate works, iron and steel works, and that 
strange, densely-populated hinterland of narrow valleys, packed 
with coal trucks, railway lines, long rows of monotonous houses, 
and sufficient social ferment to satisfy the greediest investigator. 
May we not ask for a little more support? Next year the 
Association meets at Edinburgh. 

Summary of Proceedings. 

Tuesday, August 24th, was devoted to matters agriculturaj. 

Mr. L. Smith Gordon, well known as an author and pioneer of 

p p 2 
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agricultural coK)peration in Ireland, stated the case for the better 
organisation of the business side of agriculture. Will fanning 
follow manufacture and end in large farms run on factory lines ; 
or is there a serious rival in the co-operative society, which leaves 
the farmer alone as a grower of produce, but unites him for 
purchase of materials and implements and for the finishing and 
marketing of his products? If English farmers are still shy of 
accepting the second alternative, there is no such hesitation in 
California or Canada or other parts of the New World, where 
co-operative organisation is already assuming, not merely an 
economic, but also a political significance. Mr. Smith Gordon 
sees the farmer of the future as “something much more than a 
farmer, as that name is now understood. He will become a 
manufacturer and a business man, with a large part of his atten- 
tion focussed on the small factory, creamery, distillery, bacon 
factory, abattoir, or the like, in which he is particularly 
interested.” 

Mr. J. Lassen followed with an account of the Danish Credit 
Corporations. These are land banks, whose bonds are as much 
in favour with the Danish public as State and Municipal securities. 
Though not co-operative banks in the sense of the Schulze- 
Delitzsch or Raiffeisen banks, they are organised from the stand- 
point of the borrowers or users of capital. Is there scope for a 
similar development in agriculture or building in England? As 
the result of private sales, farmers are now becoming the owners 
of great blocks of land ; and, if in addition an efficient system of 
land registration and land transfer is established, the land bank 
may in no distant future come into its own in this country. 
Similarly, in building there is something sadly lacking. The 
building society seems to have lost its old driving force ; the muni- 
cipality is doing a little, but on terms that do not pay. We are 
persuaded that it is only by voluntary organisations of house 
consumers, like the Tenants’ Co-partnership Societies, that we 
shall make any headway in this paralysed industry. And here, 
too, an organisation like the Danish Credit Corporation would 
assist. 

Tuesday’s programme included also an able plea for Decimal 
Coinage by Mr. H. Allcock. 

The experiment of deferring the President’s Address (printed 
supra, p. 423) till the second day (Wednesday) was successful, a 
number of members from other sections being thus able to attend. 

Mr. J. G. Cheetham, a local authority, followed with a paper 
on “Coal Supplies and the Effects of Diminished Output on 
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Cardiff Shipping.” He showed that in the last few months an 
increasing number of vessels left Cardiff in ballast, and that one 
effect of the check to the coal export trade was a slump in the 
value of tonnage. “A boat offered for £240,000 a few weeks ago 
was offered for £180,000 a few days ago. . . . The coal exporters 
and their employees were short of work, the middleman, as such, 
had been practically squeezed out.” 

Mr. E. F. Adgie, of Clare College, Cambridge, reviewed the 
position of the mining industry in its economic and psychological 
aspects with regard to their bearing on the socialisation of owner- 
ship and control. He argued that economic considerations 
demanded a policy of unification, which could be attained under 
the existing capitalist system, but that the morale of capitalism 
in the mining industry was breaking down, and that on the whole 
the psychological factors told in favour of nationalisation. His 
statement that technical staffs were willing to serve under a 
nationalised system was challenged by a local gentleman, late 
general manager of Messrs. Cory Bros. ; and we could wish that 
Mr. Adgie had brought with him the volume of ihc Coal Com- 
mission from which, we presume, his statement was taken. 

Thursday was devoted to Finance. Mr. A. H. Gibson gave 
a lengthy paper on “Credit, Inflation, and Prices,” reviewing in 
turn the evolution of bank credit from the time of the goldsmith 
bankers, the modern functions and duties of banks, the peculiar 
position of the Bank of England, and the change in the banking 
position since 1914. This country, he argued, was going to pay 
a very high price for the inflation effects following the creation 
of about £1,800,000,000 additional available purchasing power 
during and since the war. “Inflation could have been avoided 
to a considerable extent during the war by a firmer Government 
financial policy. Greater use should have been made of the 
weapon of taxation, and compulsory loans to the Government 
should have been instituted, if necessary, after suitable warning.” 

Mr. A. J. Beamish (of Corpus Christi College, Cambridge) 
followed with a paper which provoked a first-rate discussion. He 
made perfectly clear at the outset the sense in whieh he used 
“inflation” — namely, depreciation of the pound sterling in dollar 
exchange — and, without attributing this depreciation to wilful 
Governmental blunders, he urged that the return to a gold 
standard was a process fraught with difficulty and only attainable 
by a drastic contraction of expenditure. Several local hank 
managers and accountants (to whose hospitality, we would grate- 
fully remark, the Section was indebted for a motor trip to the 
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Ebbw Vale Steel Works) took part in the discussion. The 
session closed with a short paper by Mr. E. Trouton (of King’s 
College, Cambridge) on “The Liquidation of International Debts ” 
his thesis being “the fact that it was advantageous during the 
war for some countries to furnish mainly finance and others mainly 
men is not a reason for making the latter pay a tribute to the 
former.” We could wish that there had been representatives 
present from France and America to present their respective points 
of view. 

On the last morning, Friday, Sir Edward Brabrook, ex-Presi- 
(lent and staunchest supporter of Section F, submitted reports 
from the Sub-Committees on (1) Credit, Currency, and Finance, 
and (2) Cheaper Travelling Facilities. He has the address and 
enthusiasm of a young man, and we hoj)e that for many years 
more he will honour Section F by his presence. The final paper 
of the morning was by Mrs. Wootton, of Girton College, Cam- 
bridge. The title of her paper was “On the Future of Earning.” 
By the help of tables on the blackboard she instituted comparisons 
between wages increases, increases in wholesale and retail prices, 
and the increase in the actual expenditure by a representative 
working-class family during and since the war. She made a very 
pretty point of the w^ay in which actual expenditure, which was 
kept down by rationing during the war, has now drawn level with 
the increase in retail prices. Professor W. J. Koberts, of Cardiff, 
Local Secretary for the Section, opened the discussion, and all 
who took part paid tribute to the humour of the reader and her 
skill in marshalling figures and elucidating the extent to which 
“subsidies” enter into the annual quantity of goods consumed 
by the working classes. Shall you pay a man according to the 
value of his work or the size of his and his family’s stomachs? 
There is a big difference between the two methods ; and though 
most of us are reconciled to a minimum wage which is really a 
minimum, few can contemplate with equanimity the prospect of 
a society in which what you do counts for little by comparison 
with what you pronounce essential to the standard of living you 
have elected to demand. 

C. K. Fay, Recorder of Section 


Note on Eecent Currency Events in Rumania 

The Rumanian Government has recently withdrawn the 
Kronen and Eubel notes circulating on Rumanian territory, with 
the result that the Lei notes are now the only legal tender of 
the country. 
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In the year 1919 the Eumanian Government counter-stamped 
the Kronen notes circulating in the territories which belonged 
formerly to Austria-Hungary. It was unable to withdraw them 
immediately, for the National Bank did not possess the neces- 
sary quantity of Lei notes amounting to several billions. These 
notes had been ordered abroad, but they did not arrive until 
July, 1920. 

In August, 1920, the Government ordered the registration of 
the amounts of Kronen possessed by particular individuals. The 
rate of exchange was not yet fixed, and at that time the majority 
of the public expected a very unfavourable exchange rate to be 
fixed, inasmuch as the illicit rate varied between 350 and 420 
counter-stamped Kronen for 100 Lei. As they expected an im- 
provement sooner or later in the exchange rate for Kronen, they 
declared for registration only part of the Kronen notes they 
possessed. Furthermore, a considerable part of the village popu- 
lation were not able to declare their stocks in good time. 

During the few days that elapsed between the date of registra- 
tion and the beginning of the withdrawal of the notes everybody 
wanted to get rid of their registered Kronen notes. The shops 
were overcrowded as never before, and the pessimistic public 
purchased enormous quantities of goods without asking their 
price. 

The business of withdrawal began on September 1st, at a rate 
which took everyone by surprise. Two Kronen were exchanged 
for one Leu. As the quantity of Lei notes ready printed was 
still insufficient, only 60 per cent, of the withdrawals have been 
paid in cash, temporary receipts which were not negotiable being 
given for the remaining 40 per cent. 

The consequence of the favourable exchange rate was that 
everyone wanted to exchange the whole amount of Kronen notes 
they possessed. Yet nobody could exchange more than he had 
declared for registration. The speculators who hoarded the 
Kronen notes, as wtII as the merchants and manufacturers whose 
note stocks had been enormously increased, in consequence of 
the above-mentioned purchasing fever of the public, were given 
receipts only for the time being for their excess holdings above 
what they had declared personally. Eventually the origin of 
these holdings is to be revised by special committees, which will 
treat those which have been acquired in good faith similarly to 
the amounts registered by the original holders. 

Although statistical data of the withdrawal are not yet avail- 
able, it is obvious that the Lei note circulation of the territories 
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concerned is much less than half the amount of the former Kronen 
note circulation. Even if everybody had been able to exchange 
the whole amount of Kronen notes they held, the Lei circulation 
would be, allowing for the 40 per cent, which have been with- 
drawn against receipts, only 30 per cent, of the Kronen circula- 
tion. The excess holdings of speculators and merchants, referred 
to above, which have not been exchanged were — according to 
unanimous reports of the whole Rumanian Press — ^very con- 
siderable. We may put them, without exaggeration, at another 
20 per cent, of the original amounts. This signifies that not 
40 per cent., but 60 per cent, of the Kronen notes have been 
withdrawn, not in exchange for Lei notes, but against receipts. 
Thus, instead of 50 per cent., the Lei circulation is only 20 per 
cent, of the former Kronen circulation. As the receipts are not 
negotiable, and the date of their repayment is quite uncertain, 
they do not represent actual purchasing power. 

The price of every sort of commodities and services has been 
nominally halved in consequence of this transaction. Everything 
became half as much in Lei as it was in Kronen. Naturally, 
this situation lasted only during the period that immediately 
succeeded the withdrawal transaction. The price of home pro- 
ducts of the territories concerned remained substantially un- 
changed for several . months. The prices of imported articles 
decreased suddenly, partly because they were cheaper in the old 
kingdom, partly in consequence of compulsory price limitations 
of the authorities. Yet these ulterior changes are not important 
from the present point of view. The only essential phenomenon 
which ought to be emphasised is that the prices in Tjei were, 
immediately after the operation of withdrawal, just 50 per cent, 
of the prices in Kronen. Merchandise which was worth on 
August 31st 200 Kronen, became worth on September 1st 
100 Lei. 

This seems to be quite natural and simple. Yet if we take 
into consideration that the nominal amount of the note circula- 
tion decreased not to the half but to one-fifth of its nominal 
amount, and, besides, that 100 Lei on August 31st were worth 
not 200 Kronen but about 400 Kronen, we have to admit that 
the phenomenon w^e are confronted with is not at all simple. If, 
on August 31st, the question had been raised, what will be the 
immediate effect on prices of a transaction under exactly the 
same circumstances as described above, probably only a very 
small percentage of economists would have replied that prices 
would just halve. 
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Professor Irving Fisher writes the following on this subject ^ : 
“ . . . Let us suppose the Government to double the denomina- 
tions of all money; that is, let us suppose that what has been 
hitherto a half-dollar is henceforth called a dollar, and that what 
has hitherto been a dollar is henceforth called two dollars. Evi- 
dently, the number of ‘ dollars ’ in circulation will then be 
doubled ; and the price level mentioned in terms of the new 
‘ dollar ’ will be double what it would otherwise be. Thus we sec 
how the nominal quantity of money affects 'price levels. ... It 
is the number and not the weight that is essential.*’ “ 

Yet in the case of the withdraw^al of the Kronen notes, for 
the reasons stated above, an extraordinary exception has taken 
place. The Kumanian Government halved the denominations 
of all money ; that is, what has beeji hitherto a Kronen is hence- 
forth called a half Leu, and what has hitherto been two Kronen 
is henceforth called one Leu.^ However, the number of mone- 
tary units in circulation^' has not been halved, it has been reduced 
to one-fifth. Thus it was not “the nominal quantity of money” 
that affected the price level. Although the State defined the 
relation between the old money, Kronen, and the new money. 
Lei, as tw^o to one, the nominal amount of note circulation 
decreased, not by 50 per cent., but by 80 per cent. Even if the 
objection is raised that the temporary receipts do possess actual 
purchasing power, there remains still a difference (20 per cent.) 
of the excess holdings retained. Thus, even according to this 
conception, the nominal quantity of note circulation did not 
decrease by 50 per c^ent., but by 40 per cent. 

Paul Einzig 


Recent Official Papers. 

Journal of the Department of Agriculture in Ireland. Vol. XX. 

No. 3. 

The usual record of agricultural experiments and achievements 
is diversified by two remarkable communications to the Council of 
Agriculture. Mr. Gill, retiring from the Secretaryship, records with 
satisfaction the pacific influence of co-operation. For instance, at 
the Sligo Technical School lately, in the midst of tumult in other 
spheres, he heard a resolution moved by the Sinn Fein Mayor, 
seconded by the Protestant Rector, who was a Unionist pamphleteer, 
and supported by labour members and employers of labour. Dr. 

' Irving Fisher, The Purchasing Power oj Money, NeW York, 1920, pp. 29-31. 

® Italics are mine. 

* That it is not the same notes the denomination of which has been changed, 
but that now notes were issued, is an unessential technical difference. 
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Kelly, Bishop of Ross, denounces a " worker's " or “proletariat" 
republic as unsuited to Ireland, where ownership is so widely 
diffused, 552,000 out of the total 910,000 families being occupiers of 
land. 

SixtU‘fifth Annual Report of the Reqiatrar-General for Scotland. 
1919. [Cmd. 980.] 

The birth-rate was 21*71 per thousand, 1*54 higher than the pre- 
vious year, but 2.64 below the mean of the previous decade. There 
was a birth of “ quadruplets," all four alive. The’ marriage-rate 
was 9.02 per thousand, 1‘45 above that of 1915, previously the 
highest. The death-rate was 15*35 per thousand, a very little less 
than that of the previous quinquennium and decade. 


Report on the Employment of Womcji and Young Persons on the 
Two-shift System. [Cmd. 1087.] 

A ease has been made out for allowing the adoption of the system 
in certain industries ; but the question has not yet passed out of the 
experimental stage. 


Current Topics 

The following have been elected to membership of the Royal 
Economic Society : — 

Ahmad, P. 


Alworth, Marshall W. 
American Institute of 

Accountants. 
American International Cor- 
]X)ration. 

Ayoub, J. H. 

Bagley, F. P. (life). 

Baker, E. E. 

Banerjee, R. E. 

Barabino, E. 

Basu, Prof. P. C. 

Bauer, Prof. S. 

Behre, T. S. 

Bein, E. B. 

Bell, Dr. J. W. (life). 

Birch, G., M.B.E. 

Blakey, Eoy G. (life). 

Blood, J. B. 

Brain, E. E. 

Brindley, J. E. (life). 

Brown, H. J. 


Buie, Walter A. 

Burbank, Prof. H. H. (life). 
Byers, Isaac W. (life). 
Cancio, Dr. Leopoldo. 
Canfield, A. tl. (life). 

Carter, E. A. 

Charnan, P. E. 

Coats, E. H. 

Collings, Harry T. (life). 
Compton, Wilson (life). 
Curtis, G. L. 

Cushny, T. 

Dahl, Gerhard M. 

Day, Prof. E. E. (life). 
Desai, M. H. (life). 

Diamond, J. Waisman. 
Dominion Bureau of Statis- 
tics, the Department of 
Trade and Commerce , 
Ottawa. 

Douglas, Paul H. 

Dreher, Harold J. (life). 
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Duguid, D. S. 

Dunn, C. W. (life). 

Eaves, Lucile (life). 

Eliott, Gilbert. 

Ellis, George W. (life). 

Ewalt and Waggener 
Payant, Frank H. 

First National Bank, St. 
Louis. 

Fisk, Harvey K. 

Fletcher, Henry. 

Frame, S. J. (life). 

Fraser, T. H. (life). 
Frederikscn, D. M. 

Friday, David (life). 

Galliver, George A. 

Ghosh, P. C. 

Goodhue, Everett W. 
Goodwin, J. E. 

Green, E. W. 

Guinness, A. E. 

Guleri, Prof. J. 

Hamill, Charle.s H. (life). 
Hammond, John H. (life). 
Hannon, P. J. H. 

Heath, A. W. (life). 

Howes, Amy. 

Hodge, C. H. 

Hodge, D. H. 

Hitchcock, Eev. Dr. G. S. 
(life). 

Holmes, H. C. 

Hope and Co., Amsterdam. 
Hopkins, Louis J. (life). 
Hopson, H. C. (life). 

Insull, Samuel (life). 
Johannsen, N. 

Jones, Capt. 0. J. 

Jue, J. H. 

Keator, C. E. 

Kellogg, Dr. J. H. 

Kimber, A. W. 

Kleene, G. A. (life). 


Knight, W. A. (life). 

Koster, P. J. 

Kwok, Yam-Tong. 

Landone, Brown. 

Lewis, A. G. Baker (life). 
Loomis, Eobert H. (life). 
Luboff, E. 

McAleer, C. L. 

McCarthy, C. P. 

Maclean, Sir Donald, K.C. 
McClellan, George B. (life). 
McDonald, Jesse. 

Maung, M. T. 

May, George 0. (life). 

Mears, Eliot G. 

Metcalf, Maynard M. (life). 
Miller, Mrs. E. C. T. (life). 
Morgan, J. Pierpont (life). 
Morris, E. B. 

Morris, Eay. 

Moyer, Melbourne S. 

Muller, Jean P. (life). 
Murdoch, J. H. 

Musafar, K. C. 

Nagel, Charles (life). 

Napier, E. S. 

Ochs, Adolph S. 

Okami, S. 

Oseroft, A. 

Otzuka, K. 

Oung, Maung T. 

Papazian, G. 

Parker, Prof. C. 

Patterson, Stewart. 

Patil, E. S. (life). 

Peavey, L. D. 

Pfeiifei:, C. G. (life). 
Putnam, Bertha H. 

Pyc, P. 

Eai, S. C. 

Eamsay, A. 

Eaynes; George W. (life). 
Bead, A. S. 




Roberts, G. E. 

Robins, Kingman N. (life). 
Rochester Bureau of Muni- 
cipal Research, New York. 
Routh, J. W. 

Saunders, Capt. C. L. 

Scholz, E. M. 

Secretariat General des 
G^uvres Sociales Chr6- 
tiennes de Belgique. 

Sen, D. K. 

Shaw, A. W. 

Sisson, F. H. 

Smith, J. B. 

Smyth, William H. (life). 
Snavely, T. R. 

Sri Krishna. 

Stein, Ernst. 

Sterrett, J. E. (life). 

Stout, C. F. C. (life). 
Stroock, S. M. 

Subercaseaux, Guillermo 
(life). 

Tait, D. C. 

Tanenbaum, Jerome. 
Thatcher, W. S. (life). 


The Anglo-South American 
Bank, Ltd. 

The Chemical National Bank 
of New York. 

The Director of the Inter- 
national Intermediary In- 
stitute, The Hague. 

The Toronto Carpet Manufac- 
turing Co., Ltd. 

Vanderlip, P. A. 

Van Hasselt, Dr. N. 

Voegelin, F. E. (life). 

Warburg, Paul M. 

Watt, Rev. Ijevvis, S. J. 
(1921). 

Watson, R. A. 

Weil, C. A. 

Wessmann, A. C. (life). 

Wilson, H. L. 

Western Electric Cojupaiiy, 
Incorporated, New York. 

Wood, William Allen (life). 

Woodbury, Robert M. (life). 

Woodward, M. F. 

Wolfe, F. E. (life). 

Wright, Stanley F. (life). 

Young, Allyn A. (life). 


The following have been admitted to library membership : — 
Bibliothek der Britisch-Deiitscben Stiftung ; Commercial Library, 
Birmingham Public Libraries (1921); Economic Club, Portage 
la Prairie, Manitoba; Metropolitan Life Insurance Co., New 
York City ; National City Financial Library, New York ; National 
Industrial Conference Board, Boston; National Unionist Associa- 
tion Reference Library ; Prince Consort’s Library, Aldershot : 
Reading Room Association, Tufts College Library, Mass. (1921) ; 
Smethwick Public Library; The Commercial Museum Library, 
Philadelphia; The Grain Growers’ Guide, Winnipeg; The John 
Rylands Library; The Mitchell Library, Glasgow; University of 
Arkansas Library ; University College Library (1921) ; and 
Wallaces’ Farmer, Iowa. 


An International Free Trade Conference, convened by the 
Cobden Club, was held in the Caxton Hall on October 5th, 6th 
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and 7th, at which the following were discussed : (1) “The World’s 
Existing Economic Position : How far can it be remedied by 
Free Trade?” Paper by Mr. Hartley Withers; chairman : Lord 
Beauchamp. (2) ” The High Cost of Living : How far can it be 
remedied by Free Trade?” Paper by Miss Van Dorp; chair- 
man; Mr. J. A. Spender. (3) “Financial Stability: llow far 
can it be restored by Free Trade?” Paper by M. Y\es Guyot; 
chairman : Sir George Paish. (4) “The Open Door.” Papers by 
Mr. J. A. Hobson and Professor Kielstra ; chairman : Lord 
Sheffield. (6) “Free Trade as a Necessary Condition of an 
Effective League of Nations.” Papers by Mr. Chas. Eoberts, 
M. Gaston Moch, Mr. Edouard Bernstein ; chairman : Professor 
Gilbert Murray. (6) “The Danger of Protection in Great 
Britain.” Paper by Mr. F. W. Hirst ; chairman : Sir Hugh Bell. 
The Conference w^as concluded by a dinner at the Hotel Cecil 
on October 7th, at which Sir John Simon presided. 


Siu James Douie writes: — “An aix>logy is due to Mr. Brij 
Narain for the criticism in the last two sentences of the review 
of his Essays on Indian Economic Problems (Economic Journal, 
September, 1920, p. 393). The author’s statement was not 
incorrect, as the critic supposed. A long residence in India had 
so accustomed the latter to a silver coin, equal in value to six- 
teen copper coins, that he inexcusably read 18^d. as Is, 2Jd.” 


'fiiE Court of Abei’doen I'niversity will proceed shortly to 
elect to the Chair of Political Economy, founded by the liberality 
of Sir Thomas Jaffrey, one of Aberdeen’s most prominent citizens. 
The endowment wdll provide a yearly income of upwards of 
£1,000 (one thousand pounds), and the Professor apix>inted will 
be entitled to a liberal pension. Particulars of the appointment 
can be obtained from the Secretary of the University, Marisclial 
College, Aberdeen. 


Metron^ the new international review, is designed to promote 
the knowledge and appreciation of statistical W'ork done in 
different countries. Such work is now buried in journals pub- 
lished in different countries and dealing with various sciences, 
astronomy, agriculture, botany, chemistry, and so on, through a 
whole alphabet of special subjects. In addition to a bibliography 
of publications received, each number of the review^ will contain 
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one or more analyses of statistical works or of results perhaps 
taken from works not exclusively statistical in character. Each 
such analysis will deal with a particular branch of statistics, 
e.g., demographic sanitary, anthropometric or economic statistics. 
There will also be an analysis of sources and of mathematical 
work bearing upon statistics (calculus of probabilities, interpola- 
tion, etc.). Metron will be catholic; its pages will be open to 
those who employ no methods beyond the scope of ordinary 
cultivated men as well as to those who delight in the most refined 
and subtle developments of mathematical science. Though pub- 
lished in Italy, Metron will admit French, English and German 
on terms of complete equality with the Italian language. The 
editor and proprietor is a distinguished Italian, Professor Corrado 
Gini. But among the Editorial Committee are representatives 
of many countries : Professor Andreades, D. M. Greenwood, 
Dr. G. H. Knibbs, Ing. L. Marck, Dr. E. Pearl, and other well- 
known foreign statisticians. 


Beginning in January, 1921, the London School of Economics 
and Political Science proposes to issue a Journal of Studies, 
embodying contributions by members of the staff, research 
students, and others connected with the Institution. The con- 
tributions will range over the fields of economics, statistics, com- 
merce and geography, public administration, political science and 
sociology — covering, in fact, all the aspects of the intellectual 
activities of the School. The price will probably be Is, 6d, post 
free for the three numbers to be published in the year, each 
number to contain between 90 and 120 pages of matter. The 
Journal will be administered by an Editorial Board consisting 
of Professor A. L. Bowley, Professor E. Cannan, and Professor 
Graham Wallas; Mr. T. E. Gregory, to whom all communica- 
tions should be sent, acting as Secretary. 


Dr. Solomon Blum, Associate Professor of Labour Economics 
in the University of California, desires to arrange an exchange of 
posts with a professor or lecturer of a British University for the 
year 1921-22. A teacher who could arrange to take his place 
would have an interesting opportunity of studying economic con- 
ditions and the teaching of economics in America. Anyone who 
wishes to take the exchange into consideration should communi- 
cate wdth the Universities Bureau, 60 Bussell Square, W.C.l. 



RECENT PERIODICALS AND NEW BOOKS 


(Quarterly Review. 

OcTOBKn, 1920. British Rationing during the War. G. E. Under- 
hill. By April out of the 39 million persons in Great Britain 
above 35 J million were rationed for butter and margarine, 17^ 
million Jor tea, 15^ for meat, et(j. The development of the 
system is traced ; and the causes of our success are shown. The 
Labour Party and its Policy. Sir Lynden Macassey. The 
programme of the Labour Tarty both as to domestic and 
foreign policy is described, and their affinity to various Socialist 
(movements is shown, (-riticisiri and advice follow. 

Contemporary He dew. 

October, 1920. The National Direction of Industry. Sir Leo 
Chiozza Money. In war we got what we wanted by organisa- 
tion; “ in peace we resign ourselves to the ancient scramble.” 

November, 1920. The Now Industrial Revolution. J. A. Hobson. 
Not the abolition of property, but “ to rescue humanity from 
the thraldom of mechanical indust^” by distributing un- 
pleasant work equitably is the essential object. 


The Nineteenth Century. 

November, 1920. The National Wage Position. Sir Lynden 
Macassey. The expiration last September of the Act which 
compelled employers to pay the same rate of wages as at the 
<late of the Armistice is among tJic complexities caused by the 
war which call for the “ sound wage principles ” and “wage- 
fixing machinery ” offere<l by the WTitcr. 


Quarterly Jotirml of Pkonoviics (Cambridge, Mass.). 

August, 1920. The American Merchant Fleet. Edmund E. Day. 
The development of the fleet during the war and the use to be 
made of it in peace are considered. The Royal Commission on 
the British Income Tax. A. G. Pmou. The principal changes 
introduced by the Gommissiou are lucidly exhibited. Ihe Meat- 
packing Investigation. G. 0. Virtue. The Accaraev o/ 
Labour. L. Kotany. Interesting examples go to show that 
accuracy of work is inborn, sui generis, not resolvable into 
‘‘crystalJised labour time.” The Grain Corporation and the 
Guaranteed Wheat Price. Wilfred Eldred. The TranstUon 
from aovernment Control of Sugar to Competitive Conditiona. 
Joshua Bernhardt. The public spirit and busmess ability dis- 



•^>66 THi; lOONOlilC JOURNAL [JDKC. 

played in war time are no longer available for Government 
control. 

Among many interesting reviews there is a useful summary 
of the literature of Guild Socialism. 

American Economic Review, 

September, 1920. Price Economics versus Welfare Economics, 
Frank A. Fetter. The leading characteristics of Ricardian 
(“classical”) economics — (1) implicit belief in laissez-faire, (2) 
commercial sympathies and the employers’ point of view, (3) 
monetary standards — met with opposition from six quarters. 
British Income-tax Reform. Alzada Comstock. The final 
report of the Royal Commission is summarised, with criticism of 
some features, e.g., ** the refusal to consider the adoption of a 
mathematical formula to smooth tax rates and continue pro- 
gression.” The Transportation Act of 1920. Edgar J. Rich. 
An analysis of the constructive railway legislation passed by the 
last Congress. Integration in Marketing, Lewis H. Haney. 
A review and criticism of combinations such as that among the 
separate marketing stages (wholesale and retail) or that of 
marketing with industry. Capital Investment and Manufac- 
turing Costs. Stanley E. Howard. “ Is interest a manu- 
facturing cost? ” The question has exercised the American 
Institute of Accountants. 

The Review of Economic Statistics (Cambridge, Mass.). 

.luLY, 1920. The special feature of this number is a study on the 
World* 8 Gold Supply, presenting the recent, and forecasting 
the future, output in the principal gold-producing countries. 
Altogether there is no serious danger of shortage, especially con- 
sidering that the gold imported into India and China, or em- 
ployed in plate and jewellery, is not lost to the world. 

August. World Banking and Currency : A Review of Recent 
Developments. Among many interesting observations and 
statistics there occurs a good analysis of the various processes 
by which inflation was accomplished in different countries. 

September. An Index of the Physical Volume of Production. The 
growth of twelve important crops relatively to 1909-13 as base 
is tabulated for the years 1879-1920. 'Ihe general average 
shows a rise from 80.9 iiv 1900 to 115.2 in 1920. 

October. The index of physical volume for Mining represents ten 
minerals (six metals, three coal products and petroleum). The 
general index-number has more than doubled since 1900, while 
population has increased in the ratio 155 : 213. 

Annals of the American Academy (Philadelphia). 

September, 1920. Labour, Management and Production is the 
theme of articles relating to American industry, purporting to 
be the joint work of ** leaders of the organised workers ” and 
** scientists of industry.” 
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Journal of Political Economy (Chicago). 

October, 1920. Harmonising the Interests of Farm Producer and 
Town Consumer. E. G. Nourse. International Private Agree- 
ments in the Form of Cartels, Syndicates and other Combina- 
tions, William Notz. Interest during Construction. W. A. 
Paton. 

Journal des Economistes (Paris). 

July, 1920. Lc Projei dc Finance Britannique. W. W. J. 
Williams. Pensions Civiles et Militaires. J. Girard. La 
Determination des Pnx en Temps des Crises. R. Doucet. Le 
Proces du Capital. A. TIaffaixivicii. 

October, 1920. L'Endos^nose Bolchevique. Yves Guyot. 
L Enquete Monetaire de la Societe des Nations, A. 
Raffalovicii. 

Revue d' Economic Politique (Paris). 

July -August, 1920. La Monnaie dans la Nouvelle Republique 
Aufnchienne. X. Le Probleme des Nationalisations et le 
“ Guild Socialism ” rn Anglcterrc. E. Laskine. The views of 
Mr. 0.0. H. Cole and other Guild Socialists arc set forth at 
length and summarily criticised. Considerations sur le Mer- 
catiiilisme. Ren6 Gonnard. L'lnegalite devant la Mort d*apre8 
Statistiques de la Ville de Paris. L. Hersch. (Continued 
from May- June.) The great differences in mortality observed 
between districts arc; not so great as the difference between 
classes of the populafion, since the rich districts contain many 
poor and the poor districts some rich. Among the Notes et 
Memoranda are a resumed appreciation of Prof. Vilfredo 
Pareto’s great treatise on Sociology and a review of M. Colson's 
Cours d' Economic Politique. 

September-October, 1920. La Situation Monetaire de Rovmanie. 
D. J. GnEORGiu. Le systemr dit d* " economic mixte " dans les 
Entreprises puhliques en Allemagnc. R. Kaepellin. Iju 
Guerre et les Ouvrieres britanniques. Marie-Louise Pubch. 
The effect of war work on the wages, health and family life of 
the ** munitionettes ” is considered. Allocations pour charge dc 
Famille. P. Richemond. Plans for increasing the wages of 
workpeople supporting children ('* snrsalaire familial ”). Lc 
Morcellement parcrllaire en France. Girault. 

Archir fiir Sozialwisscnschaft und Sozialpolitik (Tiibingen). 

August, 1920. Bolschewismus. T)r. Max Hirschberg. A vigor- 
ous criticism of revolutionary Socialism. Ein system der 
Sozialisierung . 0. Neurath. Bovolkerungsfragcn. Hen- 

ribtte forth. After-war problems of population. 

De Economist (La Hague). 

September, 1920. Geldwaardc en prijspeil. Prof. Dr. C. A. 

Verrun Stuart. A study on the value of gold and the level 
of prices. De depreciatie van het Nederlandsche betaalmiddel, 

No. 120.— VOL. XXX. Q Q 
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W. C. Mees. On the depreciation of the Dutch currency with 
respect not only to goods but also the legal standard, gold. 

November. Eerste Gloren. A. Verrijn Stuart. “First 
glimmers “ of hope for suffering Europe dawn from the Free 
Trade Conference and the “ Fight the Famine Council,** which 
were held in London last October. Vrijhandel en kosten van 
leven807iderhoud. E. C. Van Dorp. The old argument that 
the withdrawal of Protection would disturb establishexl interests 
has lost its force now that everything is “ topsy-turvy.*’ The 
old arguments for Free Trade are strengthened. 

Scientia (Bologna). 

Vol. XXVII. N XCVIII-6. Verso un nuovo assetto economico? A. 
Loria. The considerable social transformation in Western 
Europe resulting from the war pale before the tremendous 
Russian tragedy; which is explained as a duel between two 
philosophical systems — between, say, Bergson and Spencer or 
Plato and Aristotle. 


Giomale degli Economisti (Borne). 

August, 1920. Contribuii criiici alia finanza teoretica. G. 
Borgatta. 

September. Solidarieih economica e concorrenza com7nerciale> C. 
Bresciani Turroni. 

La Riforma Sociale (Turin). 

September-October, 1920. I numeri indici Necco per il 1917 ed il 
1918. A. Garino-Canina. Index numbers for various countries 
are compared with figures in Italy calculat(*d by the “ Necco ” 
method, comparing each year with its predecessor (as explained 
in the Supplement to the Riforma for September, 1910). 
Attention is called to differences in the rise of prices for exports 
and for imports, Di vna proposta del Rignnno. . . . Mario 
Rotundi. a criticism of Prof. Rignano’s plan of taxing inheri- 
tances (as to which see Economic Journal, 1919, p. 342). 

Metron (Venice). 

Vol. I., No. I., 1920. La methode statistique. L. March. Ueher 
Fuyiktionen von Variablen zwischen welchen KorreJaiionen 
bestehen. E. Gruber. 8ui Coefficienti di variability. F. 
Vinci. Entomological Statistics. F. Y. Edgeworth. La 
coscrizione militare dal punto di vista eugenico. C. Gini. The 
Theory of Large Population Aggregates. G. H. Knibbs. 
Della misurd statistica delV abilita dei giocatori nelle corse al 
galoppo. G. Zingali. La fiscalitS de guerre. J. Bourdon. 
Suite applicazione del calcolo della probability alia fisica moleco- 
lare. F. P. Cantelli. Ridolfo Livi. C. Gini. 
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NEW BOOKS 

English. 

Bailward (W. a.). The Slippery Slope, and other papers. 
London; Murray. 1920. Pp. 236. lOs. 6d. net. 

[A collection of essays on Poor Law Administration and other Social Pro- 
blems ; including a severe criticism of the Minority Report on the Poor Law.] 

Bloomfield (Daniel). Selected Ailiicles on Modem Industrial 
Movements (Handbook Series). London: Pitman. Pp. xxii + 377. 

[A collection of articles by various writers, including Bertrand Russell and 
G. D. H. Cole ; compiled by Daniel Bloomfield ; with an introduction by Moyer 
Bloomfield.] 

Bonche (0. Fred). Limits of Socialism. London : Macmillan. 
8s. net. 

Brooks (John Graham). Labour s Challenge to the Social Order. 
London: Macmillan. 158. net. 

[To bo reviewed.] 

Brown (Ivor). English Political Theory. London: Methuen. 
1920. 

[To be reviewed.] 

Burke (John F.). Outlines of the Industrial History of Ireland. 
(International School Series). Dublin: Fallon. 1920. .Pp. 282. 

Cleveland (Frederick A.) and Buck (Arthur E.). The Budget 
and Responsible Government. New York: Macmillan Co. 1920. 
Pp, 406. 

Daniels (G. W.), Hie Early English Cotton Industry, with some 
Unpublished Letters of Samuel Crofton. Introductory chapter by 
George Unwin. Manchester: University Press. 1920. Pp. 214. 
[To be reviewed.] 

Edie (Lionel D.). Current Social and Industrial Forces. Edited 
by L. E. Introduction by J. 11. Robinson. London ; Pitman. 
128. 6d. net, 

[A selection of extracts from well-known writings.] 

Ewbank (R. B.). Indian Co-operative Studies. Edited by R. 
B. Phvbank, witli an introduction by Henry W. Wolff. London, 
Bombay, Madras; Oxford University Press. 1920. Pp. 266. 

Field (G. C.). Guild Socialism. A critical examination. 
London: Wells Gardner. 1920. Pp. 158. 5s. net. 

[The author is Loctiiror in Philosophy in the University of Liverpool.] 

Flanagan (James A.). Wholesale Co-operation in Scotland. 
Glasgow: Co-operative Wholesale. Pp. xiv-f478. 

[In commemoration of the Jubilee of the Scottish Wholesale Co-operativo 
Society.] 

P’rederick (J. G.). Business Research and Statistics. London : 
Library Press. Pp. x-f342. 15s. net. 

Hake (Sir Lancelot). Currency and Prices. London: King. 

Pp. 74. 

Heaton (Herbert). Yorkshire Woollen and Worsted Industries. 
PVom the earliest times up to the industrial revolution. Oxford : 
Clarendon Press. 1920. Pp. 459. 

[To bo reviewed.] 



670 THE ECONOMIC JOURNAL [DEC. 

Herfokd (R. O.) and Jenkins (H. G.). Outlines of Industrial 
Administration. London: Pitman. Pp. ix + 122 6«. net. 

Hethehington (H. J. W.). International Labour Legislation. 
London: Methuen. Pp. 194. 

[To bo reviewed.] 

Higgs (Richard). Wealth and Freedom. Dover: Dover Pub- 
lishing Co. Pp. xi + 256. 

Industrial Unrest and Jjabour Policy. Report of the Industrial 
Committee of the National Party. 1920. 9d. 

International Financial Conference. Printed for the League of 
Nations. Ijondon; Harrison. 

[Papers on Currency Statistics, Public Finance, International Trade, etc.] 

International Law, British Year Book of. London: Frowde. 
1920-21. Pp. 292. 

[International law is still a “ living force ’* to bo directed by science ; such is 
the purport of the introduction contributed by the Editorial Committee, con- 
sisting of Sir Erie Richards, Prof. A. Pearce Higgins, Sir John Macdonell, Sir 
Cecil Hurst, E. -A. Whittnets. The Editor is Cyril M. Picciotto. All but one 
of the editors contribute articles.] 

Janichi (Dr. S.). Industrial Reconstruction in Poland. 
London: Polish Press Bureau. 1920. Pp. 32. 

[A statistical estimate of the present condition of the several l(3ading industries, 
greatly injured by the war, now reviving notwithstanding deficient coal and 
disordered currency.] 

Kirkaldy (A. W.). Wealth, its Production and Distribution. 
London : Methuen. 58, 

[To bo reviewed.] 

Maclavrin (Robert). The Oversea Illusion: Its Amazing Effects 
on Wages, Prices, and Output. London: G. Bell. 3s. 6d. not. 

Nicholson (Prof. J. Shield). I’he Revival of Marxism. Lon- 
don: Murray. 1920, Pp. 145. 

Rammaya (K. II.). Review of the Foreign Rail-borne lYade of 
the Mysore State for the year 1918-19. Bangalore. 1920. Pp. 273. 

[The author is Deputy Director of Commerce and Statistics in Mysore.] 

Raven (Charles E.). Christian Socialism. London: Mac- 

millan & Co. 17s. 

Rea (Russell). The Triumph of Free Trade. London: Mac- 
millan. 1920. Pp. 384. 158. net. 

[To be reviewed.] 

Redfern (Percy). The Consumers Place in Society Man- 
chester: Co-operative Union. Pp. 107. 28. Od. 

[A “consumer’s consciousnees ’’ should bo developed.] 

Robinson (Jesse S.). The Amalgamated Association of Iron, 
Steel, and Tin Workers. (Johns Hopkins University Studies.) Balti- 
more : Johns Hopkins Press. Pp. 166. 

Slater (Gilbert). The Making of Modem England. London: 
Constable. 1919. Pp. 303. 

Snowden (Philip). Labour and National Finance. London: 
Parsons. 1920. Pp. 160. 48 . 6d. 

Springer (Leopold). Some Aspects of Financial and Commer- 
cial After-war Conditions. London: P. S. King. Pp. 118. 58. net. 
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SuNDT (Einar). Imagination, Labour, Civilisation. With biblio- 
graphical introduction by S. C. Hammer. London: Heinemann. 
1920. Pp. 417. 

Tornquist (E.). Business Conditions in Argentina. Buenos 
Aires. 

VisvESVARAYA (Sir M.). Eeconstructing India. London: King. 
1920. Pp. 326. 

West (Julius). A History of the Chartist Movement. London : 
Constable. 168. 

Wright (Stanley). Kiangsi Native Ttade and its Taxation. 
Shanghai. 1920. Pp. lxxxvii+203. 

Yule (G. Udny). The Fall of the Birth Rate. A paper read 
before the Cambridge University Eugenics Society. Cambridge; 
University Press. 1920. Pp. 43. 

[Fertility is subject to natural fluctuations ; which may account for the 
recent fall in birth rate as it does tor the rise in Connaught, 1871-1911.] 


American. 

Anderson (B. M.). The Fallacy of the Stabilised Dollar. New 
York : Chase National Bank. August, 1920. Pp. 16. 

[A severe indictment of Prof. Fisher’s plan, as impracticable in war time, 
internationally inapplicable, no remedy for social discontent.] 

Bradley (Harriett). The Enclosures in England: an Economic 
Reconstruction, (Columbia University Studies.) New York : Col- 
umbia University Press. London: P. S. King. 38. net. 

Chung Su See. The Foreign Trade of China (Columbia Univer- 
sity Studies). New York: Columbia University. London: P. S. 
King. 1919. Pp. 451. 

[To bo reviewed.] 

Cleveland (Frederick A.) and Bude (Arthur E.). The Budget 
and Responsible Government. With an Introduction by William 
Howard Taft and a Note by the Editor (Professor Samuel McClune 
Lindsay). New York : The Macmillan Company, 1920. Pp. 
xxxiii + 406. 8vo. Price 178. net. 

[This useful volume of tlio American Social Progress Series is a description 
and interpretatioii of the struggle for responsible government in tho United 
States, with special rcforenco to recent changes in State constitutions and 
Statute laws providing for adniini.strative reorganisation and budget reform. 
Tho introduction by ox-President Taft i.s especially noteworthy.] 

Cope (H. W.). Education for Democracy. New York: Mac- 
millan Co. Pp. 275. 

Echel (E. C.). Coal, Iron, and War. Now York: Holt. 

Frank (Prof. T.). An Economic History of Rome to the End of 
the Republic. Baltimore : Johns Hopkins Press. 1920. Pp. 310. 

[To be reviewed.] 

Huang (Han Ihang). The Land Tax in China. (Columbia Uni- 
versity Studies.) Now York:' Columbia University Press. London: 
P. S. King. 68. net. 
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Hunt (Guillard) and Scott (James Brown). The Debates in 
the Federal Convention of 1787, which Framed the Constitution of 
the United States of America. (Carnegie Endowment for Inter- 
national Peace.) New York : Oxford University Press. 1920. Pp. 
731. 

Kemmerer (E. W.). High Prices and Deflation. Princeton: 
University Press. 1920. Pp. 82. 

[The volume of American business having increased since 1913 by 9 per cent, 
only (1'3 per cent, in 1918), while the “monetary circulation ” increased by 71 
per cent, and the j)roporiion of deposits to cash reserves nearly doubled ; there 
has resulted a very general rise of prices of more than 100 per cent. ; unsettling 
relations between debtor and creditor and between occupations unequally 
responsive to changes in real remuneration. Whereas expansion was favoured 
by the patriotic impulse to “ borrow and buy '* and by an artificially low rate of 
interest, now the process of inflation must be reversed.] 

Litman (Simon). Pricics and Price Control in Great Britain and 
the United States during the World War. (Carnegie Endowment for 
International Peace.) New York: Oxford University Press. 1920. 
Pp. 331. 

Newell (F. Haynes). Water Resources, Present and Future 
Uses. New Haven: Yale University Press. Pp. 310. 

[Water in General, Precipitation, Evaporation, Dams, Uses of Water, River 
Regulation, arc among the headings of chapters.] 

Secrist (IIouace). Statistics in Business. New York: 
McGraw Hill Book Co. 1920. Pp. 137. 

Stull (William). The Food Crisis and Americanism. New 
York: Macmillan Co. Pp. 135. 

Tead (Ordway) and Metcalf (Henry C.). Personnel 
Administration. McGraw Hill Book Co. Pp. 538. 33s. net. 

[Relating to Industrial Welfare Work and kindred topics,] 


French. 

Ansiaux (Maurice). Traitd d'(5conomie politique. Tome premier. 
L 'organisation economique. Paris: Giard. 1920. Pp. 384. 

Barnicii (G.). Principes de Politique Positive d'apres Solvay. 
Brussels : Leb^gue. 1919. Pp. 170. 

Bondam (Richard). Le Mai Social et les Rem^des. Paiis* 
Society Mutuelle. 1920. Pp. 381. 6 fr. 50. 

Dbchesne (Laurent). Economic Syndicale. Li^ge : Wykmana. 
1920. Pp. 97. 

[On the different kinds of syndicates and their methods.] 

Lachapelle (Georges). Les Finances Britanniques. Paris. 
Subercaseaux (G.). Le Papier Monnaie. Paris: Giard. 16 fr. 

Withers (Hartley). Qu est ce que la Monnaie? (La Marche 
Mondtaire Anglais). Traduction par C. et J. Rividre. ' Paris ; Giard. 
1920. Pp. 288. 

[The value of this translation is enhanced by a preface from the author’s 
pen. Referring to recent experience, Mr. Hartley Withers adds to what ho had 
said about the increase of deposits through loans to customers, that a similar 
increase may occur when banks purchase War Loan. M. Charles Rist contri- 
butes an introduction in which he admits the difficulty of rendering into a foreign 
language the wit, charm, ease and simplicity of the original] 
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German, 

Foldes (Prof. Bela). Finanzwissenschaft. Jena: Gustav 
Fispher. 1920. Pp. xiv + 686. M. 33. 

Ganswindt (A.). Die Wolle und ihre Verarbeitung. Leipzig : A. 
Hartleben. 1919. Pp. vi + 596. M. 12. 

[A comprehensive text-book on the Woollen industry. Illustrations.] . 

Gelesnopf (Prof. W.). Grundziige der Volkswirtschaftslehre. 
Leipzig: B. G. Teubner. 1918. Pp. xi-f613. M. 10. 

[A German translation of a specially prepared edition by a Russian professor 
of a work regarded in many quarters in Germany ns perhaps the best introductory 
text-book to Economics. The author is a professed Marxist.] 

Giesb (Kurt). Das Seefrachttarifwescn. Berlin: Julius 
Springer. 1919. Pp. xvi + 379. M. 34. 

Hbrzfelder (Edmund). Die volkswirtschaftliche Bilanz und 
eine neue Theorie der Wechaelkurse. Berlin: Julius Springer. 1919. 
Pp. xvi + 486. M. 24. 

[Basing his theory of money on Mercer, the author elaborates a new doctrine 
of a paper currency.] 

Liefmann (Robert). Grundsatze der Volkswirtschaftslehre. 
Vol. 2. Grundlagen des Tauschverkehrs. Stuttgart : Deutsche Ver- 
lagsanstalt. 1919. Pp. xvi + 858. M. 35. 

Maunther (Wilhb:lm). Der Bolschewismus. Berlin: Kohl- 
hammer. 1920. Pp. 368. 

Mkerwautti (Rudolf). Einleitung in die Wirtschaftsstatistik. 
Jena: Gustav Fischer. 1920. Pp. vi -i 329. M. 20. 

[A consideration of the statistics of industry, occupations, and output, both 
industrial and agricultural.] 

Prion (Dr. W.). Inflation und Geldentwertung. Berlin: Julius 
Springer. 1919. Pp, 126. M. 5. 

[Memorandum on inflation furnished to the German Ministry of Finance. 
Tho author advocato.s greater output and importation as the main agents of 
deflation.] 

Sartokius von Waltersiiausen (Prof. Dr. A. Freiherr). 
Deutsche Wirtschaflsgescliichte, 1815-1014. Jena: Gustav Fischer. 
1920. Pp. x + 598, M. 50. 

Schmidt (Prof. Dr. Max). Die Soziale Organisation der Men- 
schliehen Wirtschaft. Stuttgart: Ferdinand Enke. 1920. Pp. 
viii-f-222. M. 18. 

[The first volume of a new work on economics based on ethnology.] 

SciiMiTTMANN (Prof. B.). Fuhrer durch die deutsche Sozial- 
versicherung in ihrer Gestaltimg nach dem Kriege. Diisseldorf: Jj. 
Schwann. 1920. Pp. xii + 191. M. 10. 

Sombart (Werner). Die deutsche Volkswirtschaft im 19 Jahr- 
hundert und im Anfang der 20 Jahrhunderts. Berlin : Georg Bondi. 
1919. Pp. xvi-f532. 

[A new and enlarged edition of Sombart’s well-known study of the Economic 
development of Germany.] 

Tyska (Prof. Carl von). Volkswirtschaftliche Theorien (Mer- 
kantilismus, Individualismus, Sozialismus, Bolschewismus, Imperial- 
ismus). Jena: Gustav Fischer. 1920. Pp. vi+136. 1920. M. 11. 
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Tstska (I’bof. Carl von). Gruziidziig^ der Finanzwissenscliait. 
Jena: Gustav Fischer. 1920. Pp. vii+848. M. 24. 

% 

Italian. 

Caru (Filippo). L’evoluzione-delle rivoluzioni. (Paginedeirora.) 
MUjEUi: Treves. 1920. Pp. 51. 

Einaudi (L). II problema deile abitazioni. Milan. 

Fbaccacrbta (Anoelo). La trasformazione degli impiegi di 
intrapresa. Naples: Pierro. 1920. 

Loria (Achille). Verso la Giustizia Sooiale. Vol. I : Nel tra- 
monto di un secolo (1880-1904). Terza edizione riveduta. Milan: 
Society editrice libraria. 1920. Pp. 614. 

Prato (Giuseppe). Fatti e dottrine economiche alia vigilia del 
1848. L’Associazione agraria subalpina e Camilla Cavour. Turiti: 
Artigianelli. 1910. Pp. 352. 

Ricca-Barberis (Prof. M.). La guerra come causa di risoluzione “ 
deicontratti agrarii di salariato fisso. Naples: 1917. Pp. 16. 
[Repnnfted from the Fortnightly Diritto e Oiuriaprudenza .] 

Ricca-Barberis (Prof. M.). Sulla guerra come caso di forza 
maggiore nei contratti colla publica Amministrazione. Milan: 
Society editrice. Pp. 98. 

[Reprinted from the DiriUo .] 

/ Bitobi (Umberto). Protezionisti e Liberisti Italiaai. Bari : Late- 
ma. 6.50 lire. 

j 

Rionano (Eugenio). Per una riforma Socialista del diritto Sue- 
oessorio. Bologna: Zanchelli. Pp. 165. 












